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Extraordinary rise of VC in China in 2010s…
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Source: Josh Lerner, Junxi Liu, Jacob Moscona, David Yang, 2023; Preqin, accessed on March 27, 2024.
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… driven by high returns…

10-year VC fund historical IRR and PME by region, 2008 - 2017
Region IRR PME*

China 16.16% 1.20

India 10.32% 0.94

US 9.53% 1.06

Pan-Asia 8.21% 1.03

Europe 4.63% 0.91

Middle East 4.32% 0.80

Canada 4.28% 0.83

*Note that PME is calculated using the Kaplan-Schoar approach, showing relative performance of venture funds by region to the S&P 500 index. Values > 1 indicate better performance than the S&P 500 over the same period. 
Source: Leslie Jeng and Josh Lerner, “The Great Venture Capital Reversal: Insights from Harvard University and the Private Capital Research Institute,” Private Equity Insights Q2 2017, State Street, 2017.



• After the accelerated growth in the 
2010s, recent activity in China’s VC 
market has declined and remained 
subdued. 
• Greater pressure on groups in investment 

selection and strategy.

• Delays in achieving liquidity.

… was followed by a sharp reversal in investments…
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… and returns…
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• Since Q1 2021, Chinese VC index returns have either been negative or hovering around 0%.

Source: Cambridge Associates, accessed March 27, 2024.



… and foreign investors into Chinese VC have largely retreated.

• The number and amount of 
Chinese VC deals in which non-
Chinese investors participated fell 
dramatically in 2022 and 2023.

• As a percent of all deal value, 
foreign participation has steadily 
decreased from the 2018 peak in 
which over half of Chinese VC 
deals by value had non-Chinese 
investors involved.
• To only a fifth in 2023!
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• The rise of Chinese venture capital had a large impact on developing countries:
o Growth in entrepreneurship.

o Driven by country-sector pairs most “similar” to China.

o Broad impacts on entrepreneurial ecosystem and innovation. 

• Importance of an alternative model for developing countries:
o “Appropriate entrepreneurship.”

o China isn’t the end of the story!

Implications of this rise



(a) Separate effects for EM and non-EM (b) Triple-difference estimates

Emerging economies follow China



Cross-country variation
Gap between China-suitability and US-suitability

On average, China is 0.565 standard deviations more similar to developing countries than the US



Effect by suitability decile: pre vs. post

No difference during pre-period…positive relationship between suitability decile and venture activity after 2013



Entrepreneurship and innovation hubs

(a) Companies (b) Patents



But what about the future?

• What will be the broader implications across developing world?
o What are the consequences of Chinese entrepreneurial success and its diffusion for “soft power”?

o Akin to “Start-Up Nation” story.

• And what of dramatic shifts in Chinese VC in 2020s?
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