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Venture capital investment has serious conflicts of interest and information asymmetry. Venture capitalists often make investment decisions on the basis of the passion of entrepreneurs, including enthusiasm and preparedness, in the process of interacting with them. Most of the previous research on relational capital have focused on the cooperative relationship between suppliers and buyers. However, the role of relational capital in the process of partnership between venture capitalists and entrepreneurs has not been revealed. On the basis of signaling theory, we explore the relationship between entrepreneurial passion and venture capitalists’ willingness to invest. We also examine the mediating and moderating roles of relational capital. This study takes 79 projects between venture capitalists and entrepreneurs as samples for empirical analysis to verify our hypothesis. Results show that entrepreneurs’ enthusiasm and preparedness have a significant positive impact on venture capitalists’ willingness to invest. Relational capital plays a mediating role between entrepreneurial passion and venture capitalists’ willingness to invest. Relational capital positively moderates the relationship between preparedness and venture capitalists’ willingness to invest but has no moderating effect between enthusiasm and venture capitalists’ willingness to invest. Results deepen the understanding of the relationship between entrepreneurs’ passion and venture capitalists’ willingness to invest, which has guiding significance for venture capital practice in China.
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INTRODUCTION

In the early stages, the biggest problem usually faced by a startup is limited resources, and 80% of enterprises regard financing constraints as one of the main obstacles to their development (Claessens and Tzioumis, 2006). To grow their business, entrepreneurs need to continuously seek external financial support (Amit et al., 1990), which includes raising funds in the form of venture capital (Jeng and Wells, 2000). However, the process of securing investment in the early stages is difficult, because venture capitalists are cautious about investing in entrepreneurs. Many scholars have studied the reasons for this based on stakeholder perspective (Plummer et al., 2016; Bi et al., 2017) and risk perspective (Löher, 2017; Vismara, 2018). As a result, how entrepreneurs can gain venture capital from venture capitalists in the early stage of business has become a key concern for academia and practitioners.

New venture financing is an ongoing process (Ko and McKelvie, 2018). Most of the existing studies focus on the initial selection or screening stage, which is the stage where most deals fail because venture capitalists are unable to make rational decisions on a short period of time relying on limited information (Cardon et al., 2017). Scholars have established that venture capitalists’ willingness to invest is not only related to the objective factors, such as entrepreneurs’ human capital (Collewaert and Manigart, 2016; Murnieks et al., 2016), and entrepreneurial team experience capabilities (Harrison et al., 2015), but also to entrepreneurs’ entrepreneurial passion (Cardon et al., 2017), coachability (Ciuchta et al., 2018), and other subjective factors. Furthermore, entrepreneurial passion is an important factor in how entrepreneurs can gain the favor of venture capitalists in the short process. Entrepreneurial passion has been shown to drive entrepreneurs to pursue their goals tenaciously and to compel stakeholders to support venture capital. Chen et al. (2009) assert that passion plays an important role for investors in making decisions. Cardon et al. (2009) argue that venture capitalists consider the passion exhibited by entrepreneurs an important factor in their investment decisions. Although studies have been conducted to reveal the influence of entrepreneurial passion on the investment behavior of venture capitalists, scholars have defined the definition of entrepreneurial passion and classified its dimensions with different criteria. For example, passion in the individual trait perspective is an innate trait of the entrepreneur himself or herself (e.g., Baum and Locke, 2004), whereas passion in the emotion perspective is a conscious, ongoing, accessible, and positive emotional experience of the entrepreneur (e.g., Cardon et al., 2009, 2017). Whether the trait perspective of passion affects investors’ willingness to invest or the emotional perspective of passion affects investors’ willingness to invest more will need to be further explored in future research. The impact of entrepreneurial passion divided by different dimensions on venture capitalists’ investment decision-making behavior is bound to be different. Therefore, this study further examines the effect of entrepreneurial passion on venture capitalists’ willingness to invest.

In facilitating a partnership, entrepreneurs face the challenge of convincing venture capitalists to invest in their business, whereas venture capitalists seek to overcome information asymmetry and minimize investment risks. Therefore, startups must overcome the skepticism of venture capitalists toward entrepreneurs (Ko and McKelvie, 2018). In this aspect, signal theory can explain this problem thoroughly. Signaling theory suggests that in a scenario of information asymmetry, the party lacking information will infer the true information from signals (Spence, 2002). As Huang and Knight (2017) point out, entrepreneurs can send informational signals and interpersonal signals to investors, who weigh them before entering into a relationship. Investors can consider whether an entrepreneur is ready to run a business according to how well the entrepreneur thinks about his or her business. Substantial research has been conducted on how signals influence investment decision behavior, yet only a little research is found on the relationship between signals and investment decisions in the early stages of venture development (Ko and McKelvie, 2018). How entrepreneurial passion affects venture investment decisions is even more exploratory.

The effective transmission of a signal is not only related to the content of the signal, but also to how the receiver perceives and interprets the signal (Ciuchta et al., 2018). Wang (2016) argue that when convincing investors to invest, entrepreneurs can hide information, which, in turn, affects venture capitalists’ overall assessment of further investments. Thus, although investors receive positive signals from entrepreneurs, they are concerned with the opportunistic risk of entrepreneurs, thus making cautious decisions (Cardon et al., 2017). Relational capital is a long-term asset that can be invested in other resources and can predict future benefit flows (Adler and Kwon, 2002). Our study argues that relational capital can effectively alleviate this dilemma. We consider relational social capital because studies have found that relational capital can reduce this concern by reducing expectations of opportunistic behavior, thereby increasing trust and reducing transaction costs (Dyer and Singh, 1998). Our study argues that the relational capital perceived by venture capitalists during their interactions with entrepreneurs can reduce their vigilance in signaling entrepreneurial passion to entrepreneurs. Therefore, the paper reveals the mechanism of the role of the entrepreneurial passion of entrepreneurs on venture capitalists’ willingness to invest based on signaling theory and introduces relational capital in the process to reveal how entrepreneurial passion affects venture capitalists’ willingness to make decisions. Furthermore, relational capital can be measured through the constructs of trustworthiness and trust. When relationships are built on the basis of trust, individuals also choose to trust a person or a group of people according to trustworthiness (McAllister, 1995). Interpersonal relationships based on high levels of trust and emotion can effectively reduce deception and opportunistic behavior (Abdullah et al., 2019). For example, Blonska et al. (2013) showed that relational capital is the “bridge” between supplier development and relationship benefits. When suppliers and partners trust each other, they are more inclined to cooperate. Entrepreneurs with high relational capital are likely to convey more credibility and trust to venture capitalists, which makes the entrepreneurial passion conveyed by entrepreneurs easier to be interpreted by venture capitalists in the signaling process, which in turn generates a willingness to make investment decisions. Therefore, we further examine the moderating role of relational capital in entrepreneurial passion and venture capitalists’ willingness to invest.

In summary, our study is based on signaling theory and introduces relational capital as a mediating and moderating variable to explore the mechanism of entrepreneurial passion’s influence on venture capitalists’ willingness to invest. We aim to make three substantive theoretical and practical contributions. Firstly, the positive role of entrepreneurial passion has been a hot topic in the field of venture capital, but the role of entrepreneurial passion in influencing early stage development venture capital decisions has not been adequately discussed in the previous literature, especially the lack of empirical studies on its mechanisms. Therefore, the current study examines the mechanism of the influence of entrepreneurial passion for venture capitalists’ willingness to invest based on signaling theory. Our findings not only enrich the existing research on the investigation into signaling theory but also provide theoretical and empirical support for explaining the role of entrepreneurial passion for venture capitalists’ willingness to invest an investment. Second, we introduce the concept of relational capital to the stage before investors and entrepreneurs form a partnership, and defines the boundaries role of entrepreneurs releasing signals of entrepreneurial passion to influence the decisions of venture capitalists through the perception and interpretation of signals by venture capitalists. Most previous studies on relational capital have focused on the supplier-buyer partnership (Blonska et al., 2013). Our study extends a broader understanding and application of relational capital, thus making a theoretical contribution to social capital theory. Finally, we assess the mechanism of entrepreneurial passion’s influence on venture capitalists by observing the true interaction process between entrepreneurs and venture capitalists. We rely on the observational interaction method to collect data that more objectively and truly reflects the investment decision-making process of venture capitalists, breaking through the traditional questionnaire collection method, and getting rid of relying on the recall answer of venture capitalists and investors. This approach has an important role in understanding venture capitalists’ willingness to invest.



THEORETICAL OVERVIEW AND HYPOTHESES


Entrepreneurial Passion and Venture Capitalists’ Willingness to Invest

Research on passion is emerging. Such passion has been shown to drive entrepreneurs to pursue their goals tenaciously and to compel stakeholders to support venture capital. Scholars have defined entrepreneurial passion primarily from an emotional perspective and a motivational perspective. Scholars consider entrepreneurial passion as a conscious, sustained, accessible, and positive emotional experience. Entrepreneurs who are passionate about entrepreneurship are often motivated to understand their entrepreneurial identity better and to behave accordingly (Vallerand et al., 2003; Cardon et al., 2009). Chen et al. (2009) view passion as a motivation that stimulates the thoughts and behaviors of entrepreneurs. In this study, the concept of entrepreneurial passion uses Chen et al. (2009) definition of entrepreneurial passion as a strong emotional state in which entrepreneurs have high personal values in terms of cognitive and behavioral performance, where the cognitive aspect is reflected as enthusiasm and the behavioral aspect is reflected as preparedness.

Passion in the entrepreneurship literature emphasizes emotions, especially positive emotions (Chen et al., 2009), which Baum and Locke (2004) defined as “love of work.” Consistent with Chen et al.’s (2009) definition of enthusiasm, we believe that enthusiastic entrepreneurs not only have positive emotions, but their minds are always active, such that they constantly think about what they can do for their business. Previous research on entrepreneurial enthusiasm is scant, and some scholars have studied the assimilation of the concepts of enthusiasm and passion. Entrepreneurial enthusiasm plays an important role in investors’ investment decisions (Cardon et al., 2017). Entrepreneurs who exhibit high enthusiasm increase investor interest in a business by 26% relative to those who exhibit low enthusiasm (Shane et al., 2020). Owing to the nature of the entrepreneur-venture capitalist relationship, signals play an important role in their early interactions. Signal theory is concerned with reducing asymmetric information between parties (Spence, 2002) and suggests that actors consciously and voluntarily attend to available signals to reduce perceived uncertainty (Spence, 1974). Enthusiasm is the primary emotional signal of an entrepreneur; it conveys his basic emotions toward the business (Cardon et al., 2017). First, empirical evidence suggests that enthusiasm provides entrepreneurs with work-related self-efficacy (Suvittawat, 2019), that is, the belief that they have the personal resources and willpower to succeed, and the positive belief that they can achieve the desired outcome. Individuals with high self-efficacy will be more active on a given task for a longer period, work harder in difficulties, set and accept higher goals, and have better plans and strategies for task completion (Shane et al., 2003). Thus, showing enthusiasm is a way for an entrepreneur to communicate to investors that he has high ability and persistence for entrepreneurial activity. Second, enthusiasm can make entrepreneurs more persuasive (Baron, 2008). Cardon (2008) believed that experienced deep emotion is more likely to be expressed. Entrepreneurs transmit their enthusiasm for entrepreneurial activities to venture capitalists by expressing their positive emotions through body and verbal language and facial expressions during their interactions with them (Chen et al., 2009). Previous research on entrepreneurship has suggested that emotional expression plays an important role and that positive emotions are persuasive (Hatfield et al., 1993; Rucker and Petty, 2006). Thus, entrepreneurs showing enthusiasm can be more persuasive.

Signal theory suggests that signals provide information aimed at changing the receiver’s understanding of future states (Busenitz et al., 2005). The effectiveness of signals also depends on the receiver’s ability to detect them and the importance attached to them (Connelly et al., 2011). Therefore, signals have a more important dimension to investment decisions than other factors: they need to be perceived and interpreted by investors (Courtney et al., 2017). The behavior of investors in interpreting signals may be influenced by the personal traits of investors. Mitteness et al. (2012) explored the relationship between individual traits of venture capitalists on the perceived passion of entrepreneurs and the assessment of investment potential. Part of the research appears in the behavioral finance literature, where scholars view investors as not entirely rational and understand decisions as potentially influenced by overconfidence, over-optimism, and other irrational behaviors (Linder and Sperber, 2020). Thus, if investors have a behavioral bias of overconfidence in the investment decision process, then they will tend to overestimate their information processing ability and be overconfident in their interpretation of signals, thus creating an over-reliance on signals in their decision making. In addition, enthusiasm can more easily induce overconfident behavior in venture capitalists. Emotional contagion exists in communication between individuals or between members of a group (Hatfield et al., 1993). When investors are in a heightened emotional state after being infected with enthusiastic emotions from entrepreneurs, their behavioral decisions tend to select and process information consistent with that emotion (Bower, 1981). Scholars have argued that when investors are in a high or optimistic mood, they tend to predict project prospects optimistically and increase their trust in the accuracy of the information they obtain. In summary, entrepreneurial enthusiasm is more persuasive than other signals to venture capitalists and increases the perceived value of a signal to venture capitalists.

Entrepreneurial preparedness is another critical signal that influences venture capitalists’ willingness to invest (Chen et al., 2009). Chen defined preparedness as the extent to which an entrepreneur thinks and thinks about particular aspects of his or her business. Startups can obtain external resources in the early stages by signaling to venture capitalists that they have the potential to return a significant amount on investment. However, at the early stages of growth where failure rates are high, the future of startups is largely uncertain (Ko and McKelvie, 2018). Startups lack sufficient evidence that their value proposition is viable and that their management teams are capable of managing their companies (Ostgaard and Birley, 1996). The perspective of the interpretation of signals by venture capitalists shows that the signals delivered by entrepreneurs lack credibility. Therefore, scholars have argued that entrepreneurs package information about the firm’s existing resource endowment into an appealing format that can increase the veracity of the readiness signals sent by venture capitalists to entrepreneurs (Cardon et al., 2017). First, entrepreneurs that have given a great deal of thought to their venture and the associated business environment can provide a coherent, thoughtful, and detailed story about their venture and its future. This packaged information is more memorable, carries more weight, and is more likely to influence the behavior of others, including venture capitalists (Swap et al., 2001; O’Connor, 2002; Nagy et al., 2012). According to signal theory, the more vivid and informative the story the entrepreneur tells, the more likely the venture capitalist is to determine whether this information meets their evaluation criteria. Second, the interaction between entrepreneurs and venture capitalists is a process of persuasion. On the one hand, entrepreneurs can convey plans and ideas for the future development of their company in the process of convincing investors. On the other hand, investors can consider whether the entrepreneur is prepared to run the enterprise according to the degree of thinking of the entrepreneur, or may turn out to be a risky partner who may give up halfway on a whim, which is considered more important by investors than the entrepreneur’s enthusiasm (Cardon et al., 2009). Moreover, in the practice of entrepreneurship, scholars argue that venture capitalists usually invest in people, not projects, in the early stages of venture capital (Sahlman, 1997). The expertise of the messenger affects the degree to which the information is received by the receiver (Ohanian, 1990). Entrepreneurs’ clarity in the presentation process regarding the funded and soon-to-be-funded arguments reflects their expertise to some extent. This expertise in a sense represents the entrepreneur’s prior knowledge and experience, which has a positive effect on venture capitalists’ willingness to invest. Finally, the failure tolerance of venture capitalists also influences their interpretation of preparedness signals. Investors with a high tolerance for failure regard the long-term potential value of the firm (Tian and Wang, 2014). Previous studies indicate that transparency of information can increase tolerance for innovation failure (Zhong, 2018). According to signaling theory, when investors receive preparedness signals from entrepreneurs, they increase their failure tolerance by increasing the transparency of information between the two parties. This increased tolerance for failure can lead venture capitalists to more readily interpret the perception of value conveyed by preparedness signals and, in turn, to prefer to invest in early stage startups. In summary, venture capitalists’ willingness to invest increases after entrepreneurs signal to venture capitalists that they are ready to be invested in. Hence, we propose the following hypothesis:


Hypothesis 1a (H1a): Entrepreneurial enthusiasm is positively related to venture capitalists’ willingness to invest.

Hypothesis 1b (H1b): Entrepreneurial preparedness is positively related to venture capitalists’ willingness to invest.
 



The Mediating Role of Relational Capital

The investment decision of venture capitalists is rational behavior (Yang et al., 2021); hence, scholars tend to choose mediating variables, such as perceived risk or perceived return, on the basis of transaction cost theory or agency theory to explain the mechanisms underlying entrepreneurial characteristics or behaviors that influence venture capitalists’ investment decision behavior or willingness (Arthurs and Busenitz, 2003). However, even though venture capitalists try to examine venture investments rationally, venture capitalists are still influenced by their cognitive biases (Linder and Sperber, 2020; Sanchez-Ruiz et al., 2021), especially when entrepreneurs release the interpersonal signal of entrepreneurial passion (Ciuchta et al., 2018). Transaction cost theory or agency theory cannot explain this phenomenon well, that is, there are certain shortcomings in explaining the formation mechanism of venture capitalists’ investment decisions around a single perspective. Thus, the current article introduces relational capital as a mediating variable from a relational perspective on the basis of signaling theory to reveal further the intrinsic mechanism by which entrepreneurial passion affects venture capitalists’ willingness to invest. As an essential concept derived from social capital, relational capital refers to assets acquired through building or leveraging relationships, including trust and credibility, norms and penalties, obligations and expectations, and recognizable identities. It emphasizes the personified aspect of social networks, which is related to socially connected actors, manifested as concrete, ongoing interpersonal relationships, specific relationships established by actors in the process of interaction (Nahapiet and Ghoshal, 1998). Venture capital is exposed to a high degree of uncertainty and risk, and venture capitalists’ investment decisions in entrepreneurs need intrinsic motivation to ensure their successful completion, and venture capitalists’ perceived relational capital may be one such driver. Venture capitalists with high perceived relational capital value relational resources that potentially funded entrepreneurs bring to the table, potentially linking themselves to the entrepreneurs, and enabling direct and indirect connections between the two parties in their social networks. In addition, the term sheet that provides the letter of intent to invest provides a degree of control mechanism to resolve contentious issues, such as valuation, compensation, and control rights. Once an entrepreneur accepts these control provisions, a degree of legal and emotional trust is created, thus increasing the willingness of early stage investors to invest in the entrepreneur. For instance, a high perceived control of venture capitalists directly affects the potential to invest in entrepreneurs (Drover et al., 2014). Thus, relational capital is closely related to venture capitalists’ investment decisions.

According to social capital theory, relational capital not only serves as a long-term asset with a return on investment to predict future benefit flows (Adler and Kwon, 2002) but also can be “constructed” and evaluated through the efforts of both parties (Kale et al., 2000). For example, scholars have suggested that relational capital can be measured through the constructs of trustworthiness and trust. According to signaling theory, the enthusiasm and preparedness signals conveyed by entrepreneurial passion tend to increase venture capitalists’ perception of the added value of entrepreneurs and startups, which, in turn, increases their credibility and trust in investing in entrepreneurs. Credibility is one of the most important criteria for venture capitalists to measure the value of an entrepreneur’s investment. However, in the early stages of entrepreneurship, due to incomplete and asymmetric information, venture capitalists need to rely on limited information to make decisions in limited time, which makes searching for specific signals and clues necessary for venture capitalists during their interactions with entrepreneurs (Daly and Davy, 2016). Combined with signaling theory, by introducing relational capital into the venture capital decision domain, entrepreneurial passion signals released by entrepreneurs can influence venture capitalists’ perception of relational capital at least at three levels: confidence building, trust-building, and emotional persuasion. First, the signals of enthusiasm sent by entrepreneurs can lead venture capitalists to have more confidence in entrepreneurs when the product and environment are uncertain (Zacharakis and Shepherd, 2001). The enthusiasm shows how motivated entrepreneurs are to overcoming rather than avoiding difficulties and obstacles (Cardon and Kirk, 2015). Second, preparedness signals from entrepreneurs can give venture capitalists the information they are looking for (Kirsch et al., 2009), including whether the entrepreneur has built an adequate plan and communicated it (Hill and Levenhagen, 1995) and if the entrepreneur is truly ready to receive investment. Trust, another important measure of relational capital, facilitates communication and information sharing between parties, thus encouraging the provision of resources and emotional support to promote relational capital (Liao and Welsch, 2005). Lastly, the trust that forms in the early stages of a business is mainly based on emotions, which is typical of pre-established relationships (Smith and Lohrke, 2008). The expression of emotions plays an important role, and positive emotions are persuasive (Hatfield et al., 1993; Baron, 2008). The positive emotion of entrepreneurial enthusiasm preemptively provides a venture capitalist with emotional trust in the interaction between the venture capitalist and the entrepreneur. Therefore, entrepreneurial passion can positively influence venture capitalists’ willingness to invest by enhancing venture capitalists’ relational capital as well. Hence, we propose the following hypothesis:


Hypothesis 2a (H2a): Entrepreneurial enthusiasm promotes relational capital, which, in turn, increases venture capitalists’ willingness to invest.

Hypothesis 2b (H2b): Entrepreneurial preparedness promotes relational capital, which, in turn, increases venture capitalists’ willingness to invest.
 



The Moderating Role of Relational Capital

In our study, in addition to acting as a mediating variable, relational capital may reinforce the effect of entrepreneurial passion on venture capitalists’ willingness to invest. Relational capital motivates the willingness of both parties to cooperate. Scholars find that relational capital is the “bridge” between supplier development and relationship benefits. Without relational capital, there is not provide the benefits of capability development but instead has detrimental effects on the supplier management system (Blonska et al., 2013). Entrepreneurial passion reflects the conscious and intense emotional experiences that entrepreneurs develop during the entrepreneurial process. This experience can be transmitted to entrepreneurial stakeholders through emotional contagion (Cardon, 2008; Cardon et al., 2009), causing stakeholders to endorse the entrepreneurial idea of the entrepreneur, which, in turn, gives legitimacy to the entrepreneurial venture. According to signaling theory, we believe that a gap exists between the entrepreneurial passion (entrepreneurial enthusiasm and entrepreneurial preparedness) released by entrepreneurs and venture capitalists’ willingness to invest. Thus, the ability of passion signals released by entrepreneurs to promote venture investors’ willingness to invest also depends on venture capitalists’ perception of relational capital. Previous research agrees that perceived entrepreneurial passion is considered when venture capitalists make investment decisions (Elsbach and Kramer, 2003). Relational capital implies that venture capitalists consider the potential return on investment benefits that entrepreneurs and their ventures bring to themselves when making decision evaluations of entrepreneurs. A venture capitalist’s cognitive interpretation of an entrepreneur’s signal of releasing entrepreneurial passion may lead to a willingness to return the entrepreneur’s investment. Therefore, we further explore the role of relational capital as a moderating variable, arguing that it strengthens the relationship between entrepreneurial passion and venture capitalists’ willingness to invest. Venture capitalists with high relational capital perception may be more sensitive to the entrepreneurial passion released by entrepreneurs, and they are better at capturing the potential value information conveyed by such entrepreneurial passion signals. For example, emotional expressions (such as verbal expressions, facial expressions, and body language) and cognitive behaviors (such as business plan and presentation preparation) that an entrepreneur displays during the business presentation represent the entrepreneur’s confidence and commitment to the business and reflect the state of the business to a certain extent (Chen et al., 2009). This state of the business may be what venture capitalists look for when making investment decisions. Thus, entrepreneurial passion signals may impress venture capitalists even more. On the basis of “reciprocity principle,” relational capital may reduce the perceived risk of venture capitalists and encourage entrepreneurial returns on venture capital investments, which can significantly facilitate venture capitalists’ investment intentions.

By contrast, venture capitalists with low relational capital may be more rational about the entrepreneurial passion unleashed by entrepreneurs. They may not be easily contagious by entrepreneurial passion and are even less likely to accept entrepreneurs. Scholars identified compulsive enthusiasm, which is false enthusiasm that entrepreneurs will show to be favored by investors (Ho and Pollack, 2014). Entrepreneur preparedness signals convey mainly an entrepreneur’s growth and ideas for the future of the business. However, because of the incomplete alignment of target interests, investors also worry about the real situation of the entrepreneur and his team in the future cooperation. The investment of both parties is relationship-specific; hence, establishing effective mechanisms to discourage “free-rider” behavior is necessary, and relational capital provides this reciprocity. However, the perception of reciprocity among venture capitalists with low relational capital may have differences. When interpreting signals of entrepreneurial passion, venture capitalists may make fewer investment decisions due to a lack of willingness to invest on the basis of reward. Hence, we propose the following hypothesis:


Hypothesis 3a (H3a): Relational capital reinforces the relationship between entrepreneurial enthusiasm and the willingness of venture capitalists to invest.

Hypothesis 3b (H3b): Relational capital reinforces the relationship between entrepreneurial preparedness and the willingness of venture capitalists to invest.
 

Figure 1 shows the theoretical model of this research based on the above theoretical view and research hypotheses.
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FIGURE 1. Theoretical model.





MATERIALS AND METHODS


Sample and Procedure

The empirical data selected for this study come from China’s first venture capital reality show “CHINESE DRAGON’S DEN,” a program in which five venture capitalists worth over $100 billion negotiate financing with entrepreneurs. In the show, entrepreneurs pitch their companies to five potential investors, hoping to compel any one of the venture capitalists to meet their expectations for investment capital. The flow of the show is as follows: first, the entrepreneurs introduce their names, project names, and expected amount of funding, and then present their projects. Afterward, five venture capitalists ask the entrepreneurs questions. This interaction continues until each of the five venture capitalists makes their respective investment decisions. Ultimately, the interactions between entrepreneurs and venture capitalists were used to produce segments for the show (25 episodes of 45min each). We chose this show as the data source for two reasons. First, the information is publicly available and easily accessible. Second, the information relevant to investors’ decisions is authentic and reliable. The producers of the show emphasize that the negotiations between venture capitalists and entrepreneurs for business financing are real. In the show, the startup investors’ decisions reflect their true investment intentions. To test our hypothesis, we used the observational interaction, which was optimized by Maxwell and Lévesque (2014) in accordance with the verbal protocol analysis pioneered by Bakeman and Gottman (1997). This approach is based on observing the interaction between the parties and allows trained raters to extract useful information for further analysis (Maxwell and Lévesque, 2014). First, select five trained raters from the research team to code the video of the entrepreneurs’ live presentations. The raters were primarily responsible for observing the interaction process between each entrepreneur and venture capitalists. This observation continued until all five venture capitalists exited, or one or more venture capitalists made their investment offers. We measured all items on a 5-point Likert scale except for an objective measure of venture capitalists’ willingness to invest. Second, five raters evaluated 79 videos over 4days. In the full scale, the inter-rater reliability among the five raters was 0.802, indicating inter-rater agreement. Finally, we aggregated the codes of the five raters and performed model validation on this basis (see Table 1).



TABLE 1. Deals total factor scores, selection stage disposition, and industry types.
[image: Table1]



Measures


Entrepreneurial Passion

Entrepreneurial passion was assessed according to an adaptation of the enthusiasm and preparedness scale developed by Chen et al. (2009). Items to assess enthusiasm include whether the entrepreneur has energetic body movements and vivid facial expressions. Preparedness items include whether the entrepreneur’s presentation is substantive, thoughtful and in-depth, coherent, and logical (see Table 2). The assessments were all set within a 5-point range. The Cronbach’s α was 0.844.



TABLE 2. Measuring scale of variables.
[image: Table2]



Relational Capital

Relational capital includes the three dimensions of trust, reciprocity, and affective commitment, all of which reflect the uniqueness of the relationship, that is, how the venture capitalist views the relationship. Affective commitment is the tendency of a supplier to maintain the relationship (Kumar et al., 1994). Reciprocity represents the sense of debt and obligation experienced by both parties toward the relationship in the future (Palmatier, 2008; Hoppner and Griffith, 2011). Trust is the degree to which partners expect from each other, an expectation that is not a selfish act, but a promise kept (Kaufman et al., 2006). Therefore, the study based on the relational capital scale compiled by Blonska et al. (2013), identifies five items to assess the entrepreneur’s relational capital, including whether the entrepreneur can be expected to keep his or her word, and whether the cooperation with the entrepreneur is expected (see Table 2). The assessments were all set within a 5-point range. The Cronbach’s α was 0.866.



Willingness to Invest

As a dependent variable, the value of venture capitalists’ willingness to invest is supposed to be a continuous variable. However, this variable could not be directly observed in the actual operation of data collection in this paper. Therefore, we use the investment decision behavior of the five venture capitalists in the show instead. Referring to Ciuchta et al. (2018), we set the range of 2 for the measure of willingness to invest. By observing “whether the venture capitalist would invest in the entrepreneur’s project personally” and “whether the venture capitalist would recommend others to invest in the project,” we consider 1 to be reluctant and 2 to be willing (see Table 2). The Cronbach’s α was 0.861.



Control Variables

Individual differences in entrepreneurs have an impact on the investment decisions of venture capitalists (Drover et al., 2014; Parhankangas and Renko, 2017). Therefore, on the basis of previous studies, the subsequent empirical analysis of this study needs to control for variables, such as age, gender, and the presence or absence of entrepreneurial experience of entrepreneurs. Male entrepreneurs are coded as 0 and female entrepreneurs are coded as 1. Age was coded according to the following groups: 1=25 years old and blew, 2=26–35, 3=36–45, 4=46–55, 5=56 years old and above. In addition, we control for whether the entrepreneur has previous entrepreneurial experience, where having entrepreneurial experience is 1 and vice versa is 0.





RESULTS


Confirmatory Factor Analyses

The study used validated factor analysis to examine the discriminant validity of entrepreneurial passion (including enthusiasm and preparedness), relational capital, and venture capitalists’ willingness to invest. Table 3 shows the results, which indicate that the fit of the four-factor model aptitude indicators is significantly better than that of other factor models, such as the three-factor and two-factor models. The indicators of the model were as: χ2/df=1.337, CFI=0.972, TLI=0.964, and RMSEA=0.066. These indicators indicate that the four main variables involved have better discriminant validity in this study.



TABLE 3. Results of confirmatory factor analysis of the measurement models.
[image: Table3]



Preliminary Analyses

Table 4 shows the means, standard deviations, and correlation coefficients of the study variables. Enthusiasm (r=0.322, p<0.01) and preparedness (r=0.866, p<0.01) showed a significant positive relationship with venture capitalists’ willingness to invest. Therefore, hypotheses 1 and 2 were initially supported. Relational capital was significantly and positively associated with enthusiasm (r=0.315, p<0.01), preparedness (r=0.868, p<0.01), and willingness to invest (r=0.881, p<0.01). Therefore, hypothesis 3a and hypothesis 3b were initially supported.



TABLE 4. Means, standard deviations, and correlations for all variables.
[image: Table4]



Analyses of the Main Effect and Mediating Effect

We test sequentially whether relational capital mediates the relationship between entrepreneurial enthusiasm, preparedness, and venture capitalists’ willingness to invest. Table 5 shows the results of the analysis. First, model M1 was constructed by including relational capital as the dependent variable and the control variables (gender, age, and entrepreneurial experience) in the equation. According to model M1, the independent variables entrepreneurial enthusiasm and entrepreneurial preparedness are added in turn to construct model M2 and model M3, respectively, so as to test the relationship between entrepreneurial enthusiasm, entrepreneurial preparedness, and relational capital. As shown by model M2 and model M3, entrepreneurial enthusiasm has a significant positive effect on relational capital (M2, β=0.309, p<0.01); entrepreneurial preparedness has a significant positive effect on relational capital (M3, β=0.861, p<0.001).



TABLE 5. Mediation effect test of relational capital.
[image: Table5]

Second, model M4 is constructed by including venture capitalists’ willingness to invest as the dependent variable and including the control variables into the equation. Based on model M4, the independent variables entrepreneurial enthusiasm and entrepreneurial preparedness are added in turn to construct models M5 and M6, respectively, to test the relationship between entrepreneurial enthusiasm, entrepreneurial preparedness, and venture capitalists’ willingness to invest. Model M5 indicates that entrepreneurial enthusiasm has a significant positive effect on venture capitalists’ willingness to invest (M5, β=0.322, p<0.01). Therefore, H1a is further supported. Model M6 shows that entrepreneurial preparedness has a significant positive effect on venture capitalists’ willingness to invest (M6, β=0.866, p<0.001). H1b is further supported. Again, on the basis of model M4, model M7 is constructed with venture capitalists’ willingness to invest as the dependent variable and by adding the mediating variable relational capital to test the relationship between relational capital and venture capitalists’ willingness to invest. As shown by model M7, relational capital has a significant positive effect on venture capitalists’ willingness to invest (M7, β=0.888, p<0.001).

Third, the willingness of venture capitalists to invest as the dependent variable, control variables, independent variables (entrepreneurial enthusiasm and entrepreneurial preparedness), and mediating variables (relational capital) are simultaneously entered into the regression equation to construct model M8 and model M9. As shown by model M8, relational capital still has a positive effect on venture capitalists’ willingness to invest (M8, β=0.873, p<0.001), but the effect of entrepreneurial enthusiasm on venture capitalists’ willingness to invest is significantly lower (M8, β=0.052, p>0.05). This result indicates that relational capital plays a fully mediating role between entrepreneurial enthusiasm and venture capitalists’ willingness to invest, that is, H2a is supported. As shown by model M9, relational capital still has a positive effect on venture capitalists’ willingness to invest (M9, β=0.529, p<0.001), but the effect of preparedness on venture capitalists’ willingness to invest decreases (M9, β=0.410, p<0.001). Therefore, relational capital partially mediates between entrepreneurial preparedness and venture capitalists’ willingness to invest, that is, H2b is supported.



Analyses of the Moderating Effect

Finally, with venture capitalists’ willingness to invest as the dependent variable, control variables, independent variables (entrepreneurial enthusiasm and entrepreneurial preparedness), moderating variables, and interaction terms were entered into the regression equation. Models M10, M11, M12, and M13 were constructed to test sequentially whether relational capital moderates the relationship between entrepreneurial enthusiasm and venture capitalists’ willingness to invest. Table 6 shows the results. Model M12 and model M13 show that the interaction term between entrepreneurial preparedness and relational capital (M13, β=0.161, p<0.01) has an effect on venture capitalists’ willingness to invest, indicating that relational capital moderates the relationship between entrepreneurial preparedness and venture capitalists’ willingness to invest. H3b is supported. The interaction term between entrepreneurial enthusiasm and relational capital (M12, β=0.011, p>0.05) was not validated for H3a.



TABLE 6. Mediation effect test of relational capital.
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To further test whether the moderating effect of relational capital on the relationship between entrepreneurial preparedness and venture capitalists’ willingness to invest is consistent with the expectations of the previous hypothesis, the values of the mean plus or minus one standard deviation of entrepreneurial preparedness and relational capital were added in the regression model, and the interaction effects were plotted (see Figure 2). Figure 2 shows that the slope of the regression is significantly positive at low levels of relational capital (γ=0.425, t=4.377, p<0.001), whereas it remains significant at high levels of relational capital (γ=0.571, t=5.385, p<0.001). This result suggests that the positive association between entrepreneurial preparedness and venture capitalists’ willingness to invest is strong for entrepreneurs with high relational capital, whereas the positive association between entrepreneurial preparedness and venture capitalists’ willingness to invest is weak for entrepreneurs with low relational capital. Therefore, H3b is supported.

[image: Figure 2]

FIGURE 2. Interactive effect of the relational capital and entrepreneurial preparedness on venture capitalists’ willingness to invest.





DISCUSSION


Theoretical Contributions

The study expands and adds depth to the literature and research related to entrepreneurial passion, signaling theory, and relational capital in the following ways.

First, the study explores the potential impact of entrepreneurial passion on venture capitalists’ willingness to invest from a signaling theory perspective, enriching the theoretical study of entrepreneurial passion in the field of venture capital. The study introduces signaling theory to explore the relationship between investors and entrepreneurs. Venture capitalists, to some extent, consider different types of signals that entrepreneurs may convey to make investment decisions when assessing the financing potential of a startup (Ko and McKelvie, 2018; Calic and Shevchenko, 2020). Potential stakeholders may vary in the extent to which they perceive motivational cues, or which specific cues they focus on that may ultimately influence their decision to participate in a startup (Cardon et al., 2017). Much research has been conducted by scholars in the field of entrepreneurship around the factors influencing investors’ investment decisions. However, except for a few studies (Chen et al., 2009; Cardon and Kirk, 2015), not much literature has discussed how entrepreneurial passion affects venture capitalists’ investment decisions, and even less research has examined the process effects of entrepreneurial passion on venture capitalists’ investment decisions. Unlike most previous studies that have examined entrepreneurial passion as a separate construct (Mitteness et al., 2012; Eddleston et al., 2016; Hubner et al., 2020), this article distinguishes passion for the enthusiasm construct according to Cardon’s and Chen’s understanding: entrepreneurial enthusiasm and how entrepreneurial preparedness affects venture capitalists’ willingness to invest. Specifically, in the early stage of entrepreneurship, when entrepreneurs are interacting with venture capitalists, the more enthusiasm and preparedness entrepreneurs convey to venture capitalists, the more willing the venture capitalists are to invest in the entrepreneurs. However, Chen et al. (2009) found that enthusiasm did not have a significant impact on investors’ investment decisions, suggesting that investors’ previous experiences and a large amount of monetary investment may lead to cautious decision making. We can only speculate on other possible explanations. First, the data for this study came from China. The different cultural contexts in China and the United States ultimately lead to different results. China is a “guanxi” culture society and is more likely to make investment decisions because of the excellence of entrepreneurs themselves. Second, the differences may also be due to the scope of the data. The data came from the scope of the program presented. In the broader realm of venture capital investment, different constraints may lead to different findings. All possibilities await more research to sort out the role of passion for investment decisions. In a word, this study focuses on two dimensions of entrepreneurial passion as an interpersonal signal to reveal the impact of entrepreneurial enthusiasm and entrepreneurial preparedness on venture capitalists’ willingness to invest, which is a good extension and complement to the existing research on entrepreneurial passion in the field of venture capital.

Second, the study finds that entrepreneurial passion can have a facilitating effect on venture capitalists’ willingness to invest through the mediation of relational capital. Most previous studies have acknowledged the positive impact of entrepreneurial passion on investors’ investment decisions, but only a few studies have explored the underlying mechanisms (Chen et al., 2009; Cardon et al., 2017). The results of the study showed that relational capital fully mediates the relationship between entrepreneurial enthusiasm and venture capitalists’ willingness to invest. We believe the effectiveness of the signal also depends on the perception and interpretation of the venture capitalist. In general, prior investment experience will make a venture capitalist more aware of the potential outcomes associated with an entrepreneur’s signals. With this heightened awareness, the venture capitalist will be particularly sensitive to signals. The passion shown by entrepreneurs is also likely to give rise to suspicion of “performance” on the part of venture capitalists, and the presence of relational capital largely reduces such suspicion. The entrepreneurial passion signals transmitted by the entrepreneur to the venture capitalist can convey additional information to the venture capitalist, and this information can facilitate the construction of perceived relational capital by the venture capitalist. This perceived relational capital emotionally increases the venture capitalist’s trust in the entrepreneur, which, in turn, increases the venture capitalist’s willingness to invest. According to signaling theory, relational capital fully mediates the relationship between entrepreneurial enthusiasm and venture capitalists’ willingness to invest. We argue that entrepreneurial enthusiasm is, to some extent, more than a fully positive emotion. Unlike entrepreneurial preparedness, the enthusiasm shown by entrepreneurs is also likely to give rise to suspicion of “performance” on the part of venture capitalists. The presence of relational capital largely reduces this suspicion and thus positively influences the willingness of venture capitalists to invest.

Furthermore, this study extends the broader understanding and application of relational capital by introducing the concept of relational capital to this stage before investors and entrepreneurs reach a partnership. Most previous studies on relational capital have focused on supplier-buyer partnerships (Blonska et al., 2013), but only a few studies have focused on how entrepreneurs build and leverage relational capital in the early stages. This study considers relational capital as a bridge to build a relationship between entrepreneurs and venture capitalists. Starting from the entrepreneurial passion of entrepreneurs, we explore in-depth the intrinsic mechanism of the impact of entrepreneurial passion on venture capitalists’ willingness to invest and reveal the important role played by relational capital.

Third, the study reveals the borderline role of relational capital between entrepreneurial passion and venture capitalists’ willingness to invest. On the basis of signaling theory, this study finds that relational capital positively facilitates the relationship between entrepreneurial preparedness and venture capitalists’ willingness to invest. The entrepreneurial preparedness signals of startups with high relational capital are better perceived by venture capitalists and enhance venture capitalists’ willingness to invest. However, inconsistent with the expected results of this paper, startup entrepreneurial enthusiasm with high relational capital did not facilitate venture capitalists’ willingness to invest. As discussed previously, this study confirms the facilitative effect of enthusiasm on venture capitalists’ willingness to invest, whereas relational capital does not facilitate this relationship. Considering the possible reason that venture capitalists are experienced in investing, it is possible that entrepreneurs with high relational capital and high levels of passion are more likely to be aware of the dangers of using emotional expressions; thus, they are less likely to be able to control them. Third, the ineffective moderating role of relational capital between enthusiasm and venture capitalists’ willingness to invest provides direction for further research. The moderating role of relational capital demonstrates its importance in the field of venture capital and provides a further deepening of the explanatory framework for influencing investors’ investment decisions.



Practical Implications

The findings of this study have managerial implications. First, this study highlights the important role of entrepreneurial passion as an interpersonal signal during the interaction between entrepreneurs and venture capitalists. In our study, entrepreneurial enthusiasm and business preparedness are important factors for venture capitalists in determining their willingness to invest. The results of the study show that the higher the enthusiasm and preparedness of entrepreneurs, the stronger the willingness of venture capitalists to invest. On the one hand, entrepreneurs need to give their business a meaningful background and a clear positioning. On the other hand, entrepreneurs have a clear and explicit plan for the future development of their business, which is an important aspect to convince venture capitalists to invest and is a reflection of the enthusiasm and preparedness that entrepreneurs put into their business.

Second, startups need to recognize the positive role of fully utilizing relational capital in obtaining investment from venture capitalists. The results of the study indicate that the relational capital of entrepreneurs perceived by venture capitalists occupies an important position in the relationship between entrepreneurial enthusiasm and venture capitalists’ willingness to invest. It plays a completely mediating role between entrepreneurial enthusiasm and venture capitalists’ willingness to invest. This finding reveals to entrepreneurs that when startups are in the risky early stages, focusing not only on product development and promotion but also on cultivating the relational capital of the business is important, because relational capital is directly related to the trust generated by venture capitalists. Entrepreneurs must be aware of the importance of how to build appropriate relational capital with different stakeholder groups not only in terms of the number of relationships, but also the quality of relationships. Entrepreneurs should give conscious effort to build relationships and be able to cultivate them appropriately.



Research Limitations and Future Research Directions

Although some valuable conclusions were obtained in this paper, it has shortcomings. First, this study collects data based on observational interaction, which is coded by watching a venture capital type show. Although the method has some reliability, due to the limitation of the number of videos provided by this show, the lack of statistics related to venture capitalists and the limitations of the characteristics of the dependent variable makes it difficult to rely on the data to provide robustness tests for the conclusions in this paper. Second, the study shows that entrepreneurial enthusiasm has a significant positive effect on venture capitalists’ willingness to invest. This result is inconsistent with Chen et al. (2009) finding that the effect of entrepreneurial enthusiasm on investors’ investment decisions is not significant. Considering that the data used in this study are from China, whether the differences in cultural contexts of the United States and China ultimately lead to different results needs to be further investigated in subsequent studies. Third, unlike what is expected in the paper, relational capital does not have a significant moderating role in the relationship between entrepreneurial enthusiasm and venture capitalists’ willingness to invest. Venture capitalists do not increase their trust in entrepreneurial enthusiasm signals due to the high relational capital of startups, which, in turn, does not contribute to venture capitalists’ investment decisions. The deeper reasons for this finding are yet to be explored.




CONCLUSION

On the basis of signaling theory, this study investigates the relationship between entrepreneurial passion and venture capitalists’ willingness to invest using 79 interactions sample between entrepreneurs and venture capitalists. The focus is on the mediating and moderating role of relational capital. The findings show that entrepreneurial enthusiasm and preparedness have a significant positive effect on venture capitalists’ willingness to invest. Relational capital mediates the relationship between entrepreneurial enthusiasm and preparedness and venture capitalists’ willingness to invest. Furthermore, relational capital positively moderates the relationship between entrepreneurial preparedness and venture capitalists’ willingness to invest. The study provides a new approach to explore the mechanism of influence and the boundary of action between entrepreneurial passion and venture capitalists’ willingness to invest.
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