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Abstract

Specialized, refined, differential and innovative (SRDI) small and medium-
sized enterprises (SMEs) are the major driving forces of technological innova-
tion, and their growth heavily relies on investments and loans from commer-
cial banks. However, these enterprises generally do not meet the traditional
criteria for bank financing. This paper analyzes the practices of Silicon Valley
Bank (SVB) in the United States, focusing on its client profiles, venture debt
offerings, and risk control strategies. Drawing on the SVB experience, this
study aims to provide insights for Chinese commercial banks on innovating
their financial service models to support technology-driven SMEs.
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1. Introduction

Technology-driven enterprises, especially technology-based SMEs, are the major
driving force of technological innovation. These enterprises are typically asset-light,
requiring significant investments while carrying substantial risk. With no tangible
collateral yet long investment cycles, they often fall short of the traditional criteria
set by commercial banks for assessing and controlling credit risks. Consequently,
such enterprises are frequently excluded from conventional financial models, de-
spite their critical need for growth funding. This situation underscores the need for

innovative financial models to foster the development of science and technology.
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Silicon Valley Bank (SVB), once ranked as the 16th largest bank in the United
States, has long been regarded as a benchmark for “banks supporting technologi-
cal innovation” in the industry. Although SVB was taken over by the Federal De-
posit Insurance Corporation (FDIC) in 2023 due to liquidity shortages and insol-
vency, its mature exploration and practice in the business model of combining
equity investments and bank loans still provide valuable experience and insights
for commercial banks on how to serve technology innovation enterprises. The
case of SVB not only demonstrates the potential of the model in supporting tech
enterprises but also triggers the industry’s interest and demand for in-depth re-
search on this model.

Overseas scholars’ discussions on the model of combining equity investments
and bank loans primarily focus on the expansion of financing channels, the inno-
vation of financial instruments, and the strengthening of bank-enterprise rela-
tionships to facilitate credit. They have conducted an in-depth analysis of the
mechanism of combining equity investments and bank loans. In the research by
Fiet & Fraser (1994), they explored the model where commercial banks collabo-
rate with venture capital firms and angel funds to invest in enterprises, pointing
out that such cooperation not only significantly increases the financing amount
for enterprises and broadens their financing channels but also brings higher re-
turns to banks compared to traditional investments. Feakins (2004) analyzed and
emphasized that the loan composition and financing strategies of commercial
banks have a positive impact on the growth path of small and medium-sized en-
terprises (SMEs). Meanwhile, financial institutions, through financial innovation,
provide richer financial services for SMEs, effectively promoting their develop-
ment. Rupeika-Apoga & Danovi (2015) focused on the innovative financing dy-
namics of SMEs in Italy and Latvia, revealing that a good enterprise ecosystem
enables SMEs to more easily obtain alternative financing, especially “smart financ-
ing” implemented through cooperation between banks and venture capital insti-
tutions. For startups, this support model is crucial in optimizing their entrepre-
neurial environment.

In China, the innovative financial service model of combining equity invest-
ments and bank loans has also attracted widespread attention from scholars and
the industry. Zhao (2016) was the first to analyze the motivations behind this
model and, through case studies of several Chinese commercial banks, revealed
its initial achievements and challenges in practice. Following that, Zhang (2016a)
further refined the research, summarizing several main models explored by do-
mestic commercial banks in the business of combining equity investments and
bank loans, providing a practical reference framework for the industry. Wang &
Qiu (2016) demonstrated the positive effects of this model in promoting SME fi-
nancing and optimizing resource allocation and put forward targeted policy sug-
gestions based on their findings. In the same year, Xiao & Xu (2017) further fo-
cused on technology-based SMEs, pointing out that while combining equity in-

vestments and bank loans provides new financing channels for these enterprises,

DOI: 10.4236/jfrm.2024.134031

658 Journal of Financial Risk Management


https://doi.org/10.4236/jfrm.2024.134031

K. l. Wang

the imperfect risk compensation and exit mechanisms are key constraints to their
development, emphasizing the urgency of mechanism innovation.

Zhou & Wang (2017) reviewed the development history of China’s business of
combining equity investments and bank loans, summarized past experiences, and
prospectively pointed out the conditions and potential advantages for China to
further develop this business, providing macro guidance for subsequent research
and practice. Ouyang (2018) again focused on technology innovation enterprises,
deeply analyzing the institutional barriers and legal constraints faced by the busi-
ness in this field, and called for corresponding institutional reforms to unleash its
potential.

Wang & Guo (2018) broadened the international perspective, emphasizing the
significance of learning from mature market experiences in the United Kingdom
and the United States for China through an examination of their service models
for combining equity investments and bank loans, especially regarding service
model innovation. Based on this, Zhou (2021) further summarized the progress
and successful experiences of developed countries such as the UK and the USA in
combining equity investments and bank loans and systematically proposed new
strategies and suggestions for promoting the development of this business from
multiple dimensions, including external policy support, internal reform and in-
novation, strengthening external cooperation, and innovative product design.

Building on the existing research by domestic and foreign scholars on the model
of combining equity investments and bank loans, this paper focuses on the model
adopted by SVB, deeply analyzing its innovative practices in customer positioning,
business characteristics, and risk management, and summarizing the characteristics
and advanced experiences of its model. This paper selects a different research angle
from previous studies by focusing on (SRDI) SMEs, a special type of technology-
based SMEs, which represent a new economic growth point. The aim is to provide
a set of service strategies for Chinese commercial banks to serve SRDI enterprises
through combining equity investments and bank loans, thereby addressing financ-
ing challenges and facilitating their rapid development. Through this research, this
paper aims to contribute new ideas to promote the integration and innovation of

China’s technology and finance and support high-quality development.

2. Silicon Valley Bank’s Model of Combining Equity
Investments and Bank Loans

2.1. Overview of Silicon Valley Bank

SVBEG is committed to delivering a full range of financial solutions to PE/VC
firms, tech companies, high-growth industries like life sciences, and high-net-
worth individuals including executives. The group’s operations comprise four
main segments: Silicon Valley Bank, SVB Private, SVB Capital, and SVB Securi-
ties, each targeting specific financial needs of tech-focused clients.

-Silicon Valley Bank (SVB), the core corporate financial services division of

SVBEG, provides comprehensive banking and wealth management services for

DOI: 10.4236/jfrm.2024.134031

659 Journal of Financial Risk Management


https://doi.org/10.4236/jfrm.2024.134031

K. 1. Wang

high-net-worth clients.

-SVB Private, also under SVB’s licensed charter, offers personalized wealth
management solutions to private clients.

-SVB Capital, the venture fund management arm of SVBFG, specializes in
fund-of-funds (FOF) and direct investment activities, facilitating tech innovation
and growth.

-SVB Securities, acquired by SVBFG in 2019, provides in-depth financial ser-
vices such as equity and convertible debt financing for companies in healthcare,

M&A advisory, equity research, sales, and trading.

2.2. Client Base and Service Strategy

SVBEG’s core clientele consists of high-growth enterprises, private equity (PE)/
venture capital (VC) firms, and high-net-worth individuals including corporate
executives. These clients operate a range of cutting-edge industries, such as hard-
ware and frontier technology, software and internet, life sciences and healthcare,
and clean energy. SVB, in particular, holds a prominent position in the high-
growth enterprise segment. According to statistics, approximately 50% of U.S.
VC-backed tech companies partner with the bank. By the end of 2019, SVB’s loan
balance reached RMB 33.2 billion. In terms of loan distribution, the majority of
this lending (53%) was directed towards PE/VC firms, typically secured by pay-
ment commitments from PE/VC investors. Direct loans to tech companies ac-
counted for 31%, while personal loans to individuals linked to PE/VC firms and
tech companies represented 10%, highlighting SVB’s strong commitment to sup-
porting individual entrepreneurs and executives.

1) High-growth enterprises

SVBEG offers customized service strategies designed to meet the needs of high-
growth enterprises at different stages of their development, as shown in Table 1.
These strategies are mainly coordinated by SVB and its subsidiaries. The specific
strategies are outlined as follows:

SVB Accelerator is designed for startups with annual sales under $5 million.
These companies are often focused on research and development and are still test-
ing their products and services in the market, typically in the seed or first round
of venture capital funding. SVB Accelerator provides services as follows: 1) De-
ploying expert advisers to collaborate with startup teams to evaluate and address
their banking needs; 2) Offering competitive venture debt and other financial
products to combine equity investments and bank loans; 3) Building a commercial
banking platform to connect startups with investors, incubators, industry experts,
and entrepreneurial talent.

SVB Growth caters to companies with annual sales between $5 million and $75
million. These companies have more established products or services and are in
the mid-to-late stages of market expansion, often relying on VC funding and
sometimes approaching or having completed an IPO. SVB Growth helps these

companies scale up quickly by offering: 1) Flexible mezzanine financing, medium-
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term secured financing, and accounts receivable financing; 2) A global fund man-
agement platform to support international operations, including offshore account
management, foreign exchange transactions, and payment settlements; 3) Cus-
tomized investment plans and direct equity investments through SVB Capital, tar-
geting companies with high growth potential and strong IPO prospects.

SVB Corporate Finance is tailored for mature large enterprises with annual
sales exceeding $75 million. These companies usually offer a wide range of prod-
ucts and services and have established financing channels along with various
banking and wealth management products. At this stage, SVB offers highly cus-
tomized and specialized services: 1) Restructuring and M&A financing, as well as
bond investments to provide stable funding for public companies; 2) Securities
investment services, allowing public companies to indirectly invest in securities
through funds and holdings managed by SVB Capital; 3) Bespoke advisory ser-
vices, which cover investment and M&A financial strategies, business insights and
expansion recommendations, industry resource sharing, and interactive engage-

ments to assist companies in achieving industry leadership.

Table 1. Services provided by SVB for enterprises at different stages.

Business Stage SVB Accelerator SVB Growth SVB Corporate Finance
Devel t
evelopmen Startup to early stage Mid-stage Building for scale stage
Stage
A 1 Sal
nnual sales Below $5 million $5 - 75 million Over $75 million
Revenue

Product Progress

Management
Structure

With a focus on R&D

Founder + Founding team

With products und ket
fHh products ufl ermarke Global product launch
promotion

Professional managers Professional management

Main Financial

Startup loans

Working capital loan, ven- Cash management, global investment ser-

Products ture capital vices

1. Short-term working capital
loans (under 1 year

1. Startup loans (approx. 3 ( year) 1. Syndicated loans and trade finance
2. Warrants (less frequent) .

years) . o 2. Bond investments
3. Direct equity investments . .

s 2. Warrants (more frequent) 3. Restructuring and M&A financing
SVB’s Product . o (more frequent) . .
. 3. Direct equity investments . . 4. Private banking and wealth manage-
Offerings 4. Private banking and wealth

(less frequent) ment
management . . X

4. Startup and development ) 5. Transaction banking services

. 5. Foreign exchange and global . >

consulting 6. Customized consulting
payments
6. Industry resource sharing

SVB Market
50% 10% - 12% <10%
Share

2) PE/VC Firm Clients
Since its inception, SVB has established strong partnerships with the PE/VC
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community, which represents a significant segment of its tech-focused investor
clientele. SVB provides these firms with a wide range of financial services, in-
cluding direct loans, deposit management, liquidity management solutions, and
multi-currency financial services to support their cross-border funding needs.
These services fully support the operational and investment strategies of its
PE/VC partners.

3) High-end winemaking clients

Beyond the tech and financial sectors, SVB vigorously expanded its services to
include premium wine producers in the western United States as part of its high-
end winemaking clientele. The bank provides these clients with tailored financial
support and services.

4) Private banking clients

SVB’s private banking clientele primarily comprises senior executives from
high-growth enterprises and seasoned professionals in the PE/VC sectors, who
have high net worth and complex financial needs. Through its private banking
division, SVB offers its clients personalized wealth management, investment plan-

ning, and tax planning services.

2.3. Model of Combining Equity Investments and Bank Loans

Deeply involved in the venture capital industry, SVBFG has developed an efficient
and risk-controlled model that effectively combines advantages of both bank loans
and equity investments.

1) “Venture debt + Warrant”

At critical stage when startups are pursuing their first or second round of equity
financing, SVB collaborates closely with PE/VC firms to offer venture debt to tar-
get companies. These loans usually account for 25% to 35% of the company’s latest
equity financing, typically ranging from $1 million to $2 million. The specific loan
amount depends on factors such as the company’s scale of operations, the level of
equity financing, and the reputation of the investing institutions. Due to the high
risk associated with startups, the interest rates for these loans are generally above
the market average.

SVB’s venture debt repayment structure is uniquely designed to primarily rely
on the company’s financing cash flow—funds derived from subsequent equity fi-
nancing—rather than operating cash flow. This approach highlights SVB’s confi-
dence in and commitment to the company’s future growth prospects.

A unique feature of SVB’s venture debt is the inclusion of warrants, as shown
in Figure 1, which provides SVB with the option to acquire a small percentage of
the company’s future equity, typically around 1% to 2% of the total share capital.
This mechanism allows SVB to mitigate risk by potentially earning returns from
equity appreciation, thereby offsetting the risks associated with the loan. Further-
more, it aligns SVB’s interests with those of the companies, fostering long-term
collaboration and growth. In case where a company goes public or its equity value

rises significantly, SVB can benefit from substantial capital appreciation.
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VentureDebt

Target Enterprise ]

Loan repayment

Figure 1. Model 1—“Venture Debt + Warrant”.

2) “Loan + Investment by the Subsidiary”

As illustrated in Figure 2, SVB Capital engages in direct investment in startups,
with SVB offering supporting credit funds. For companies in which SVBFG has
high confidence, SVB Capital provides direct financing through its private equity
funds, in addition to credit funding from SVB. SVB Capital employs the two fol-
lowing typical direct financing methods: 1) Direct equity participation: acquiring
equity stakes in target companies, usually with a lower PE/VC ratio compared to
other institutions; 2) Indirect participation: investing in target companies through
FOF while leveraging investments with other PE/VC firms.

SVB Capital un

|

2 o
st
Other PE/VCs o w

o

Loan

FOF

Target Enterprise SVB

Figure 2. Model 2—“Loan + Investment by the Subsidiary”.

3) Credit funds for PE/VC firms as the indirect support for startups

As described in Figure 3, SVB has established strong partnerships with numerous
PE/VC firms, offering them credit funds. This lending primarily centered around
“credit lines for fund clawback”. Given the extended investment horizons of PE/VC
funds, SVB Capital, in its role as a fund LP, usually disburses payments in installments,
beginning with an initial contribution and committing to subsequent payments over
time. PE/VC firms use these funding commitments as collateral to secure credit lines
from the bank, with repayments mainly sourced from returns generated by the fund.

These loans typically exceed $30 million and have terms of up to one year.

%]

VB

i

Capital Call
Credit Limit

‘ ALl LU

" loan
Repaymen

Other PE/VCs Equity Investment

4 Target Enterprise

1

Funding Repayment
Figure 3. Model 3—Credit Funds for PE/VC.
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PE/VC firms are the primary borrowers from SVB. As illustrated in Figure 4,
more than 50% of SVB’s loans were allocated to PE/VC institutions from 2019
through the end of 2022.

PR

80% 1 7, RIRAX
60% -
40% - !
20% A \
0% N , , & &

100% 7

7

2019 2020 2021 2022
™ Loans issued to PE/VC O Loans for technology and life sciences/healthcare
| SVB Private Premium Winemaking Companies
< Other loans

Figure 4. SVB loan distribution breakdown (2019-2022).

2.4. Analysis of Risk Management Strategies

SVB has developed a robust and efficient risk management system for its credit
services to tech startups, addressing three critical phases: pre-loan assessment, on-
going monitoring during the loan term, and post-loan management. This strategy
allows SVB to effectively minimize credit risks and confidently enter the startup
market, an area often avoided by other banks.

1) Refined pre-loan management

Before granting a loan, SVB employs a two-step filtering process. First, it lever-
ages the investment expertise of PE/VC firms by extending credit loans only to
companies that have already garnered the interest of these investors, ensuring that
it targets high-quality projects. Second, SVB enhances the expertise of its credit
approval team, equipping them with a solid understanding of the tech industry to
make well-informed decisions.

2) Differentiated and value-added management during the loan term

SVB customizes loan conditions based on a company’s growth stage. For exam-
ple, early-stage startups might be asked to pledge intellectual property as collat-
eral, while companies with steady revenue might use more stable assets like ac-
counts receivable. Furthermore, SVB includes warrants with its loans, enabling
the bank to achieve potential high returns without disrupting the company’s reg-
ular operations. Prioritizing debt repayment also serves to safeguard the bank’s
interests.

3) Standardized and proactive post-loan management

In managing loans after they’re issued, SVB implements a series of measures to
protect its interests. It establishes dedicated accounts to track cash flow, requiring
both borrowers and venture capital funds to open accounts with SVB and main-
tain retained capital to mitigate liquidity risk. The bank maintains close commu-
nication with PE/VC firms to stay informed about the progress of the companies.

DOI: 10.4236/jfrm.2024.134031

664 Journal of Financial Risk Management


https://doi.org/10.4236/jfrm.2024.134031

K. l. Wang

SVB also adopts a flexible loan recovery strategy, utilizing direct repayment or the
sale of existing shares when the company secures new financing. Additionally,
SVB actively assists companies in raising equity financing, thereby improving
their ability to repay debt.

3. Characteristics of SVB’s Model of Combining Equity
Investments and Bank Loans

3.1. Deep Strategic Collaboration with VC/PE Firms

SVBEG has developed an in-depth comprehensive collaboration framework with
VC/PE institutions, emphasizing “partner alignment, project selection, and ser-
vices for executives”. First, over half of SVB’s loans are directed toward the PE/VC
sector, building strong partnerships with more than 500 top-tier PE/VC firms
across the U.S. Second, in its venture debt projects, SVB leverages the expertise of
PE/VC institutions, ensuring that loan recipients have completed at least a Series
A funding round before receiving venture debt, which typically accounts for 25%
to 35% of their most recent equity round. Lastly, SVB Private caters specifically to
senior management within PE/VC firms, further enhancing strategic trust and co-

operation between the parties.

3.2. Full-Cycle Empowerment for Tech Enterprises through
“Financing + Expertise”

SVB’s approach to serving tech enterprises transcends the traditional bank model
of simple creditor-debtor relationships by integrating financial support with ex-
pert guidance throughout the company’s lifecycle. On the financing side, SVB of-
fers innovative solutions such as venture debt and intellectual property-backed
financing for early-stage companies. Additionally, SVB employs warrants and di-
rect equity investments, sharing both risks and rewards, thereby fostering deeply
collaborative partnerships. In terms of expertise, SVB has created an entrepre-
neurial platform that directly engages with startups, offering comprehensive sup-
port such as CEO training, introductions to investors, and assistance with equity
financing. For growth-stage and later-stage companies, SVB provides value-added
services such as market expansion, international collaboration, and talent acqui-

sition, helping to drive sustained growth.

3.3. Balance Sheets: A Trend toward Integration and VC

Through its business operations, SVB has demonstrated an increasing focus on
VC, as PE/VC becomes a crucial component of its balance sheets. In terms of lia-
bilities, SVB attracted deposits from PE/VC firms and technology executives. Be-
yond that, through collaborations between tech companies and PE/VC firms, the
bank also accumulated a large volume of highly liquid deposits, the majority of
which were demand deposits. Together, these two types of deposits accounted for
nearly 80% of SVB’s total liabilities by the end of 2022. On the asset side, SVB’s
portfolio primarily consisted of bridge loans provided to PE/VC firms and loans
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to tech startups, which together represented nearly 80% of its total assets by the
end of 2021. This asset-liability structure created a tight-knit ecosystem connect-
ing SVB, PE/VC firms, and tech startups, facilitating the efficient fund circulation
and resource allocation.

In summary, SVBFG’s financial service model for tech companies seamlessly
integrates venture capital principles. This approach involves a thorough analysis
of equity investment information and structures loans to align with the growth
trajectories of startups, ensuring a balanced distribution of risks and returns
throughout the development process. Moreover, SVB’s equity investments foster
relationships that extend beyond traditional creditor-debtor dynamics, forming a

closer, more flexible community of shared interests.

4. Analysis of the Effectiveness and Limitations of the Silicon
Valley Bank (SVB) Model

4.1. Effectiveness of the SVB Model

The SVB’s model of combining equity investments and bank loans has demon-
strated remarkable effectiveness in alleviating financing difficulties for SMEs en-
gaged in scientific and technological innovation. Empirical data shows that by the
end of 2019, SVB’s loan balance reached RMB 33.2 billion, with 53% of loans to
private equity/venture capital (PE/VC) firms and 31% directly to technology-
based enterprises. These figures indicate that SVB has successfully channeled sig-
nificant capital into the technology innovation sector, providing robust support
for numerous SMEs’ growth. Furthermore, through direct investments by its sub-
sidiary, SVB Capital, the bank has further intensified its support for technology
enterprises. This model has infused SMEs with critically needed funds and accel-
erated their growth through comprehensive financial services.

1) Effective Alleviation of Financing Constraints

SVB’s unique financing model, which combines venture capital with warrants,
has successfully addressed the financing constraints faced by SMEs in technolog-
ical innovation. According to SVB’s annual reports, from 2000 to September 2021,
the bank actively adjusted its venture capital portfolio, reducing the proportion of
credit assets from 30% to 3%, while maintaining an exceptional non-performing
loan ratio below 1%. This achievement demonstrates SVB’s ability to manage risks
prudently while actively providing necessary funding to startups. Additionally,
through the effective use of warrants, SVB generated a net income of $965 million
over the past 20 years, not only offsetting potential initial loan losses but also gen-
erating additional returns for the bank.

2) Promotion of Rapid Enterprise Growth

As previously mentioned, SVB provides financial support while also leveraging
its deep industry insights and extensive professional resources to offer compre-
hensive intellectual support to SMEs in technological innovation, assisting them
in achieving rapid growth. The SVB Accelerator has successfully helped hundreds
of startups gain market recognition, many of which have subsequently become
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industry leaders.

3) Cultivation of an Entrepreneurial Ecosystem

SVB has established an effective integration and sharing of capital, resources,
and information by building an entrepreneurial ecosystem for technological in-
novation. Within this ecosystem, SVB collaborates closely with PE/VC firms,
technology enterprises, and various professional service agencies to jointly pro-
mote technological innovation and industrial upgrading. The construction of this
ecosystem not only enhances SVB’s comprehensive service capabilities but also
provides SMEs in technological innovation with a broader development platform
and more diversified cooperation opportunities, further promoting the prosperity

and development of the entire technological innovation ecosystem.

4.2. Limitations of the SVB Model

Despite the SVB model’s significant effectiveness in addressing financing con-
straints for SMEs in technological innovation, it also has certain limitations, pri-
marily reflected in the following aspects:

1) Geographical and Ecological Limitations

The success of the SVB model heavily relies on Silicon Valley’s unique entre-
preneurial ecosystem. In Silicon Valley, numerous technology enterprises, PE/VC
firms, and professionals provide strong support for SVB’s business development.
However, in other regions, especially those lacking similar ecosystems, replicating
the SVB model may pose significant challenges and difficulties.

2) Differences in Regulatory Environments

Financial regulatory environments vary across countries and regions, which
may pose obstacles to the promotion and application of the SVB model. For ex-
ample, some regions may have stricter regulatory requirements for banks’ equity
investment activities, limiting their business expansion and innovation in this
field.

5. Major Challenges Faced by The Development of Combining
Equity Investments and Bank Loans in China

Despite the broad development prospects for combining equity investments and
bank loans in China, banks and financial institutions still face multiple challenges

and difficulties in practical operations.

5.1. Legal and Regulatory Constraints and Compliance Risks

China’s Commercial Bank Law explicitly prohibits banks from investing in non-
bank financial institutions and enterprises. This legal constraint significantly re-
stricts banks’ equity investment activities in the business of combining equity in-
vestments and bank loans. Although the Guiding Opinions provide opportunities
for some banks to conduct pilot projects, the scope of these pilots is still limited,
and most banks have not obtained the qualifications for direct equity investments.

According to an in-depth survey of 175 banking institutions in Guangdong
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Province in 2022, 44% of the sampled banks believed that “the restrictive provi-
sions of current laws and regulations on bank institutions’ engaging in the busi-
ness of combining equity investments and bank loans” were the main obstacle to
implementing this business. These legal constraints not only increase banks’ com-
pliance risks but also severely restrict the scale and standardization of this busi-

ness.

5.2.Inadequate Risk Prevention and Control Mechanisms and
Mismatch of Returns

Compared with traditional credit businesses, the business of combining equity in-
vestments and bank loans involves more complex and diverse risk factors, includ-
ing credit risk, market risk, operational risk, and the unique risks of equity struc-
ture changes and equity pledge associated with equity investments. However, cur-
rent bank risk prevention and control mechanisms are primarily designed for tra-
ditional credit businesses, making it difficult to effectively address the new risk
challenges in the business of combining equity investments and bank loans. Ad-
ditionally, banks primarily earn fixed loan interest income in this business, mak-
ing it difficult to fully share in the equity appreciation benefits from the growth of
enterprises. This mismatch between returns and risks significantly reduces banks’
enthusiasm and motivation for engaging in this business. According to survey re-
sults, 48% of the sampled banks believed that “the traditional credit risk preven-
tion model poses constraints on the promotion of the business of combining eq-
uity investments and bank loans”. Meanwhile, 37% of the sampled banks believed
that “commercial banks’ current risk control levels are difficult to adapt to the
unique operational characteristics of the business of combining equity invest-

ments and bank loans” Ouyang (2018).

5.3. Lack of Professional Talent Teams and Insufficient Business
Experience

The business of combining equity investments and bank loans requires bank em-
ployees to possess cross-disciplinary expertise and technical literacy, covering
fields such as finance, technology, and law. However, the current talent structure
of banks primarily consists of professionals with backgrounds in finance and ac-
counting, with relatively limited knowledge of emerging industries and sectors.
This results in significant capability gaps for banks in identifying and selecting
high-growth potential enterprises and assessing the value of technology innova-
tion enterprises. For example, many SVB employees have professional back-
grounds in high-tech industries or venture capital, while domestic banks generally
lack such professionals Zhang (2016b). Additionally, due to the relatively late start
of the business of combining equity investments and bank loans in China, banks
have insufficient accumulation of relevant business experience and cases, making
it difficult to form mature and effective business operation models and risk man-

agement strategies.
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6. Strategies and Recommendations

Since 2016, under the active guidance of policies and strong market demand,
China’s commercial banks have gradually initiated pilot explorations of the busi-
ness of combining equity investments and bank loans and continuously deepened
their practices. However, considering the differences in the financial environ-
ments across various regions in China and the unique challenges faced by startup
technology enterprises, as well as the regulatory environment, commercial banks
must adopt more flexible and differentiated strategies when promoting this busi-
ness. In light of the current challenges and difficulties faced by the development
of the business of combining equity investments and bank loans in China, and
drawing on the experience of the SVB model, this paper proposes the following

suggestions for domestic commercial banks.

6.1. Active Participation in the Top-Level Design and Institutional
Innovation of Combining Equity Investments and Bank Loans

In the face of this emerging financial business model of combining equity invest-
ments and bank loans, commercial banks should proactively collaborate with the
government to jointly promote the improvement and optimization of top-level
institutional design. To this end, commercial banks should actively participate in
policy discussions, suggesting to the government to revise the Commercial Bank
Law to allow them to directly invest in a minority equity stake of technology en-
terprises up to a certain proportion of their net assets and establish subsidiaries
for combining equity investments and bank loans or asset management, thereby
supporting the growth and development of technology enterprises in a more flex-
ible and diverse manner.

At the same time, commercial banks can propose a series of supportive policies
to the government, including establishing incentive mechanisms, providing tax
reductions, exemptions, and subsidies, aimed at encouraging and safeguarding
the steady promotion of the business of combining equity investments and bank
loans. The introduction of these policies will help create a more favorable external
environment for commercial banks, reduce business risks, and enhance their en-
thusiasm for the business Xiao, Xu, & Chen (2017). Furthermore, commercial
banks should thoroughly research and fully utilize various policy tools provided
by the government, such as loan interest subsidies, risk compensation, and invest-
ment guidance funds. By optimizing internal management mechanisms, they can
ensure that these policies precisely address the financing needs of technology en-
terprises, convert policy advantages into practical momentum for serving tech-
nology enterprises, maximize the policy effects, and provide strong financial sup-

port for the vigorous development of technology enterprises.

6.2. Building Commercial Banks’ Equity Fund Business Brands and
Exclusive Financial Products that Link Equity and Debt

Commercial banks should deepen their strategic partnerships with government
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agencies, industries, and professional investment institutions to jointly initiate
and manage equity investment funds with clear investment directions and strate-
gic intentions. These funds should focus on regional technological innovation
funds, major industrial investment funds, and funds of funds, and effectively en-
hance their influence and authority in the industry by continuously expanding
their scale. On this basis, commercial banks should actively explore innovative
vehicles such as S funds (i.e., secondary share transfer funds), merger and acqui-
sition funds, and major project investment funds to accelerate the innovation pro-
cess of fund operation models. They should collaborate with partners to carry out
comprehensive fund cooperation covering various investment stages, broaden the
application boundaries of funds, highlight the unique investment value and brand
characteristics of funds, and thereby build an equity investment business brand
system with prominent banking characteristics, significantly enhancing the
brand’s market recognition and reputation.

To more effectively serve technological innovation enterprises in their early and
mid-stage development and alleviate their financing constraints, commercial
banks should actively develop customized financial products that combine equity
investments and bank loans. Firstly, commercial banks should establish strict
screening mechanisms, select and build a cooperation network of high-quality in-
vestment institutions, and achieve precise marketing by importing their invested
enterprise resources in bulk. Secondly, commercial banks should improve the
technology evaluation system for technological innovation enterprises, innovate
intellectual property pledge financing models, and make them key considerations
in enterprise credit evaluation and credit approval, helping enterprises obtain nec-
essary credit support through their technological innovation capabilities. In addi-
tion, commercial banks should develop a comprehensive quota model that inte-
grates quantitative indicators (such as financial performance and market poten-
tial) with non-quantitative indicators (such as technological innovation capabili-
ties and management team quality) around the multi-dimensional aspects of eq-
uity financing. This model will scientifically and precisely measure the financing
needs of enterprises in scenarios combining equity investments and bank loans,
providing them with more personalized and efficient financial services, and fur-
ther consolidating and enhancing the brand influence and market competitive ad-

vantage of commercial banks in the field of equity investment.

6.3. Strengthening the Endogenous Mechanism of Risk
Management for Combining Equity Investments and
Bank Loans in Commercial Banks

When providing financing services to (SRDI) SMEs, commercial banks face re-
strictions on capital appreciation gains imposed by the Commercial Bank Law, as
well as the challenge of loan interest being insufficient to fully cover potential risk
losses Zhou (2021). This results in commercial banks being discouraged from pro-
moting the combining equity investments and bank loans business when returns

cannot effectively offset risks. Therefore, commercial banks need to take proactive
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measures to strengthen risk management for combining equity investments and
bank loans: First, innovate the revenue model. For loans to early- and mid-stage
(SRDI)SMEs, commercial banks should explore, under the premise of legal com-
pliance, signing agreements with enterprises to obtain a certain proportion of eq-
uity or stock options, thereby sharing the premium returns from enterprise
growth to compensate for the insufficiency of traditional loan interest income.
Second, build a diversified risk buffering system. Commercial banks can actively
collaborate with government departments to seek policy support, participate in or
promote the establishment of risk compensation funds, industrial guidance funds,
etc., to provide additional risk mitigation layers for the combining equity invest-
ments and bank loans business. At the same time, commercial banks can also lev-
erage their own resources and advantages to establish or participate in equity in-
vestment funds and further diversify and reduce loan risks through equity invest-
ments. Third, strengthen cooperation with insurance companies. Commercial
banks can seek cooperation with commercial insurance companies to introduce
loan liability guarantee insurance mechanisms. In this way, when (SRDI)SMEs are
unable to repay principal and interest on time, commercial banks can obtain cor-
responding compensation from insurance companies, thereby effectively reduc-

ing loan losses and improving risk tolerance.

6.4. Tailoring Services to Local Conditions and Enhancing Full
Lifecycle Service Capabilities for Technology-Based
Enterprises in Different Regions

Commercial banks should provide differentiated and distinctive financial services
that combine “equity, loans, and debt”, closely aligning with the needs and char-
acteristics of technology-based enterprises at different lifecycle stages. Given the
significant differences in the financial environments of various regions in China
and the unique challenges and regulatory dilemmas faced by startup technology-
based enterprises, commercial banks need to thoroughly study the economic char-
acteristics, industrial structure, financial needs, and regulatory policies of each re-
gion when formulating financial service plans, emphasizing differentiation and
adaptive adjustments. For example, local commercial banks represented by Nan-
jing Bank have established a comprehensive financial service system covering the
full lifecycle of “credit resources + equity investment + policy support” for tech-
nology-based enterprises by adopting an external model combining equity invest-
ments and bank loans through close cooperation with diverse entities such as eq-
uity investment funds and local governments. In the startup phase, commercial
banks focus on investing and lending to early-stage and small enterprises, support-
ing stable operations through equity fund investments and inclusive micro-loans;
in the growth phase, they promote enterprise development and growth, empha-
sizing both financing and intellectual support, meeting enterprise industrial inte-
gration needs through industrial funds or merger and acquisition funds, and provid-
ing diversified loan products and advisory and consultation services; in the maturity

phase, they focus on enterprise structural optimization and transformation and
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upgrading, supporting large financing needs through major project funds and

bond underwriting and investment services.

7. Conclusion

This paper delves into the model combining equity investments and bank loans
of Silicon Valley Bank, summarizing its outstanding achievements in addressing
the financing challenges of (SRDI) SMEs, accelerating enterprise growth, and build-
ing a vibrant entrepreneurial ecosystem. At the same time, the paper also analyzes
the main challenges encountered in the practice of the model combining equity
investments and bank loans in China, and based on the above research findings,
puts forward corresponding countermeasures and suggestions for domestic com-
mercial banks to effectively implement the model.

The research value of this paper lies in not only systematically reviewing the
characteristics and practices of the model combining equity investments and bank
loans of Silicon Valley Bank but also proposing specific suggestions for Chinese
commercial banks in serving (SRDI)SME:s in light of China’s national conditions.
These suggestions have important practical guiding significance for promoting
financial service innovation in Chinese commercial banks and facilitating the in-
tegration of technology and finance. However, this study also has certain limita-
tions. It has not conducted empirical testing to verify the applicability of its prop-
ositions and suggestions in the Chinese market.

Looking ahead, with the continuous development of technology finance, the
model combining equity investments and bank loans is expected to become an
important tool for commercial banks to serve (SRDI)SMEs. Future research can
further explore the differences in the application of this model in different coun-
tries and regions, as well as its interaction with factors such as the policy environ-
ment and market environment. At the same time, attention can also be paid to the
challenges and opportunities of this model in risk management, income distribu-
tion, and other aspects, providing more comprehensive and in-depth guidance for

commercial banks.
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