
Investing with the Government:
A Field Experiment in China

Emanuele Colonnelli
Chicago Booth (and NBER, CEPR, BREAD, J-PAL)

Bo Li
Peking University

Ernest Liu
Princeton (and NBER)

1 / 12



Introduction
• Government participation pervasive in China’s market economy

– government is leading investor & minority owner of private firms
– the state is shaping the world’s largest startups
– “state capitalism” or “special-deal regime” fundamentally grounded on complementarity between private

firms and government capital
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Venture Capital and Private Equity in China

• VC vs. PE distinction blurry in China; mainly early stage and growth equity

• VC/PE industry in China: massive size ($1.6 trillions in 2020), mostly RMB funds
– LPs used to be government only before 2000; now also traditional financial institutions, fund of funds,

investment companies, HNWIs, banks, trusts, and insurance funds

• “Government”: central, provincial, and local government agencies; state-owned enterprises
– government entities can act as both GPs and LPs + government-guided funds

• LPs typically “passive investors,” but...common narratives about having an investor with
government ties:
– pros: political connections [regulatory approvals and local benefits, access to information, ...]
– cons: political interference [investment restrictions, shortermism, exposure to policy uncertainty, ...]
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Government-owned Entities: Deeper Pockets, Weaker Performance,
Assortatively Matched

1. The government is the leading VCPE investor (half of LPs; larger LPs)

2. The government is a minority owner of a significant share (about a third) of VCPE fund managers

3. Government-owned fund managers perform worse than their private counterparts

4. There is assortative matching, as government LPs invest disproportionally more in
government-owned fund managers
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Research Question

• We study China’s VCPE market. Do market participants value government participation?
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What we do:

• Administrative micro-data on China VCPE;
matched to business registry to identify government ownership

• New field experiment: large-scale experimental surveys of 1,000
GPs+LPs to elicit preferences for investment partners in
incentivized real-stakes setting

• A two-sided search and matching model to discuss equilibrium
effects of government participation
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Why an Experiment?

Yet, equilibrium nature of observational data makes it difficult to tease out demand vs supply of
government capital

• difficult to separate capital coming from government investors from other confounding factors (e.g., government LPs
are deep-pocketed)

• GPs may have differential expectations about likelihood that government investors would be interested in them
• any match between GPs and investors in observational data would reflect both preferences as well as the endogenous

matching process

→ Objective of our experiment: create an environment where we can randomize whether an investor
is connected to the government—while holding fixed other characteristics—and where we can isolate
GPs’ preferences for investors independent of likelihood of match
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Main Findings

• Some key facts about VC market in China: government is the leading capital provider (both as GP
and LP); government-owned investors (LPs) and firms (GPs) are assortatively matched;
government-owned GPs have lower performance

• Average GP dislikes government LPs
– ...but LPs prefer GPs who already have government LPs as investors

• Dislike for government LPs:
– disappears for local governments and in state-dominated sectors
– is strongest for best-performing & private GPs

• Results point to mechanism of political interference in investment decisions—consistent with an
additional, qualitative survey of economic channels we conducted

6 / 12



Contribution
1. Government participation in financial markets [see Shleifer 1998 for a review on privatization /// benefits of political

connections (Fisman 2001, Khwaja-Mian 2005, Faccio 2006) vs costs of corruption (Shleifer-Vishny 1993, Fisman-Golden 2017,
Colonnelli-Prem-Teso 2020, Colonnelli-Prem 2022) /// government policies for high-growth innovative firms (Lerner 2000, Lerner
2009, Howell 2017, Bai-Bernstein-Dev-Lerner 2021, Babina-He-Howell-Perlman-Staudt 2023)]

– estimate demand for government participation + novel field experiment + pros (e.g., political
connections) vs cons (e.g., political interference in decision-making) of government ties + why—and
under what conditions—firms shy away from government participation

2. Venture capital and private equity [“political” investors like sovereign wealth funds and US public pension funds
(Bernstein-Lerner-Schoar 2013, Andonov-Hochberg-Rauh 2018) /// VCPE in emerging markets (Lerner-Schoar 2005,
Kaplan-Martel-Stromberg 2007) /// surveys & experiments (Gompers-Kaplan-Mukharlyamov 2016, Bernstein-Korteweg-Laws 2017,
Gompers-Gornall-Kaplan-Strebulaev 2020, Zhang 2020) /// search and matching (Sørensen 2007, Ewens-Gorbenko-Korteweg 2022)]

– first field experiment to identify preferences of both GPs and LPs + new experimental design combined
to survey of mechanisms + emerging markets evidence

3. China’s model of economic development [complementarity of government capital and private sector activity
(Bai-Hsieh-Song-Wang 2020, Allen-Cai-Gu-Qian-Zhao-Zhu 2021); see Amstad-Sun-Xiong 2020 for a review)]

– → limits of a model of state capitalism to drive high-growth entrepreneurship and innovation
7 / 12



GP Preferences for LPs: Heterogeneity across Government Levels

Partner Rating
(1) (2)

GovTies-Central -0.327*** -0.328***
(-3.02) (-3.35)

GovTies-Provincial -0.112*** -0.068*
(-2.63) (-1.70)

GovTies-Local 0.105 0.117
(1.15) 0 (1.29)0

Large Investor 0.147*** 0.167***
(4.21) (5.02)

High Registered Capital 0.198*** 0.187***
(5.58) (5.57)

Industry Information -0.230*** -0.177***
(-6.65) (-5.37)

Young LP -0.003 -0.008
(-0.07) (-0.24)

Headquarter In Foreign Country 0.040 -0.014
(0.65) (-0.23)

Headquarter In Beijing 0.236*** 0.207***
(4.42) (4.01)

Corporate Governance 0.013 0.055*
(0.37) (1.67)

Investment Philosophy 0.015 0.040
(0.43) (1.18)

Stage Focus -0.086** -0.086***
(-2.45) (-2.58)

Observations 13375 13375
Unique GPs 679 679
GP FEs No Yes
Model OLS OLS
DV Mean 6.448 6.448
DV SD 2.016 2.016

Heterogeneity by Government Levels and Ownership
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Heterogeneity by GP Industry Focus
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Direct Evidence for Interference in Investment Decisions

1. Investment Interference
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The Role of Government (有为政府vs.有效市场)

• Government role in VCPE / entrepreneurship key in China—and around the world (Bai et al 2022)

– important financing vehicle to carry out state industrial policy

• First experimental study on demand for government participation

– unique setting and partnership allow for large sample size and robust incentives

– identify large heterogeneity in preferences: who / when / why value government participation?

• Limits of “state capitalism”—our results highlight challenges of relying on complementarity between
private capital and government intervention to drive high-growth entrepreneurship and innovation

– understanding demand side important for designing government programs to allocate capital
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The Role of Government (有为政府vs.有效市场)

• Big push industrialization with government participation

• China: technology transfer and early industrial development: evidence from the Sino-Soviet
Alliance
– In the 1950s, the Soviet Union supported the construction of 156 Projects, large-scale capital-intensive

industrial clusters in China: physical capital transfer + know-how transfer
– we find that know-how transfer had persistent effects on output quantity and quality, increased domestic

technology development, and exports to the Western world

• US public R&D policies
– Kantor and Whalley (2023), Gross and Sampat (2023) show public R&D have large effects locally and

at the aggregate level
– US government massive massive R&D effort during WW2 and the US Apollo mission in 1960s

• East Asian industrial policy:
– Liu (2019) analyzes the optimal sectors to target: market imperfections compound through input-output

linkages
– Korean industrial policy HCI policies with positive impact: Lane (2022), Choi and Levchenko (2022)

• understanding how industrial programs can elicit the desired behavioral response

– the economic mechanism and efficacy of implementation
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