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China VC Market has Grown Rapidly, on Par with US
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Government Plays Large Role in Chinese Market

Howell (NYU) Discussion 3 / 33



Context

VCPE: In China, VC and PE can be grouped together
I Mainly early stage and growth equity investors

Follows “limited partnership” structure typical to US market
I Capital providers referred to as “Limited Partners” (LPs)
I Managers referred to as “General Partners” (GPs)

Government plays large role in the VCPE market
I Half of LPs at least partially owned by government
I 60% of market by total assets
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Market Overview

Government-owned GPs generally perform worse than private ones

GPs / LPs tend to match with the same type (gov with gov and
non-gov with non-gov)
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This Paper

Many studies about government involvement...what do managers
think?

Ambitious motivation: “We study the demand for government
participation in financial markets.”

I Contributes to literature on government participation and its effects on
economic outcomes

I will summarize paper and comment as I go along!
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Data on GPs and LPs

Administrative data (Zero2IPO, VCPE data & service provider)
I Registered capital, headquarter location, etc.

GP performance data (Zero2IPO)
I Observing GP performance is difficult due to confidentiality

F Lack cash flows between GPs, LPs, and funds
I Use Zero2IPO’s “comprehensive return” (trusted by industry)

Ownership data (NECIPS, SASAC)
I Government owners are SOEs or central, provincial, or city agencies
I GPs and LPs gov-owned if any owners are government entities

QUESTION: Who are the non-gov’t LPs?
I In US, pension funds and univ endowments make a crucial core of LPs.

In China these institutional investors effectively do not exist.
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GP Survey

Original experimental survey data partnering with Zero2IPO
I 688 responses out of 1,600: Very good!

GPs rate 20 LP profiles along two dimensions (10-pt Likert scale)
I How interested they would be in establishing an investment relationship

with LP (assume LP is interested)
I Likelihood that LP would be interested in entering an investment

relationship with them
Zero2IPO will use ratings to facilitate real-life GP-LP matches

I No deception (GPs know LP profiles are hypothetical)
Create profiles from common “components”, e.g. HQ location,
government ties

I Components randomized but retain true probability distribution (e.g., if
gov’t LPs rare, most profiles have non-gov’t LPs)

I Allows estimating GP preferences for given characteristic, while
holding others fixed!
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COMMENT: What is the content of key indicator variable for
government ties?

Key variation in the experiment: The text that drives the “Government
Ties” dummy
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A few of the 11 options clearly indicate gov’t provision of capital
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Half only concern the investment strategy (allocating money to the private
market), with no indication of the LPs gov’t ties

I Could be wholly state-owned but focused on investing in private companies.
Unclear from this text
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Some suggest that a gov’t approved the fund. Is that a “tie”? In what sense?
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COMMENT: What is the content of key indicator variable for
government ties?

Authors cannot redo experiment, but need to explain more clearly
what the statements conveyed to responders

I Most do not clearly state whether (a) LP is gov’t funded or not; and
(b) LP is gov’t managed or not

F Two very different things!
F Also different from the operational strategy (e.g. promoting the

“market”)
I Feels like experiment wasn’t really targeted to answer research question

Also: Since paper is about gov’t ties, would be interesting to
separately consider central and provincial ties
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GP Preferences
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GP Preferences

In general, GPs prefer:
I Investors with deep pockets
I Headquartered in Beijing (large innovation hub akin to Silicon Valley)

GPs dislike LPs:
I With government ties
I Focused on specific industries or stages of development

Surprising: Foreign doesn’t matter one way or the other!
I Are you sure there aren’t subgroups for whom it does matter?
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COMMENT: Magnitudes

Table 3: Gov’t ties coeff much smaller than coeff on industry info or
HQ in Beijing

I What are the economic magnitudes? Does this matter?

Can you use standard deviations of Likert scale to interpret?
I Hard to know if this is a big or little effect otherwise
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COMMENT: Is there really a choice for the government-owned
GPs?

Key distinction in data is that gov’t-owned GPs tend to have
gov’t-owned LPs

I Since gov’t-owned LPs are (a) what is available to them and (b) what
they are structured to use

I Seems obvious they wouldn’t report disliking gov’t-owned LPs

In general, there has often been bifurcation in China between
state-owned and private sectors

I E.g. Howell (2018) on JVs in China’s auto sector
I Results seem to suggest structurally bifurcated market, rather than GPs

freely choosing
F Especially since we see expected interest so correlated with partner

interest
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COMMENT: What is at the heart of experimental variation?

Authors aim to do 2 things in the experiment:

1. Randomize whether an investor is connected to government while
holding fixed other characteristics

I Amazing work and huge contribution!

2. Isolate GPs’ preferences for investors independently of the likelihood of
a match

I Less clear: If GP is set up to have gov’t involvement, he will focus on
selecting high-quality gov’t LPs

I Even though instruction is to “Assume LP is interested”, still may
operate in the world of the realistic

F Doubly true since the incentive has real-world implications (get
matched with real LPs)
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Private GPs Don’t Like Government LPs

No other component displays significant difference between gov /
non-gov GPs
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COMMENT: Why would political connections be more useful
for gov-owned GPs?

Paper sets up two hypotheses
1. Gov’t capital benefits: Regulatory favors, political connections
2. Gov’t capital costs: Distortions from political interference in decisions

Gov-owned GPs should already have political connections, so these
should be more valuable to private GPs

I How does this map to the results?
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COMMENT: Two challenges in profile approach

1. How profile is written could matter
I e.g., some profiles seem like fluff pieces talking about how great the

market is, etc. without any concrete information
F Smart GP might react negatively to such language

2. Profile is rated as a single object → unclear which component GP is
responding to

To address both, why not ask them directly about the components
themselves? e.g. Do you prefer foreign LPs?
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Go Some Way Toward This in 2nd Survey to GPs

Main Advantages of Government Investors:
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2nd Survey to GPs

Main Disadvantages of Government Investors:
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COMMENTS: 2nd Survey to GPs

This is very neat
I Could be paper by itself, within literature on how government efforts to

regulate Chinese markets can backfire (e.g. Cong and Howell (2021) on
IPO suspensions)

I Can you link it more to experimental results, to understand which types
of GPs need which benefits or face highest costs of gov’t LP
characteristics?

Then, how does that relate to the types of technology or business
models they invest in?

E.g., maybe regulatory interference burdensome for software, but local
gov’t approvals needed for building new factories
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LP Survey

312 responses out of 790

Strongest determinant of LP interest is whether GP has gov’t ties

LPs also prefer foreign, recently established GPs that focus on specific
industries

I Interestingly, GPs tend to dislike LPs who specialize

Key finding: Non-govt GPs don’t like gov’t LPs
I But non-gov’t LPs prefer GPs with a gov’t LP

QUESTION: Why? This is interesting and deserves more explanation
I One party here must be wrong...
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Performance Data

Use Comprehensive Return (CR) measure from Zero2IPO
I “The CR is a weighted average of various measures Zero2IPO collects,

some of which are obtained under confidentiality agreements from the
GPs and LPs.”

I QUESTIONS: What measures? Reported by whom? Restricted to what
point in fund life?

COMMENT: Would be helpful to provide at least some information,
since this is important to paper

I E.g. if these numbers are what GPs self-report to Zero2IPO 2 years
after their fund begins, not especially useful measure
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Stylized Facts and Interpretation

Stylized facts from beginning of talk:
I Government LPs are more likely to provide capital to

government-owned GPs
I Government-owned GPs perform poorly relative to other GPs

Common in literature to argue that gov’ts misallocate funds
I This paper: This in part reflects GP preferences – best GPs do not

want gov’t LPs, this helps explain why the LPs would be misallocating
away from best GPs

COMMENT: Stylized fact is about the gov’t-owned GP performing
badly (and thus potentially misallocating funds), not the LP

I To map the argument about government misallocation in the context
of GP-LP matching, need LP performance information

I Also: gov’t LPs (and GPs) have an agenda beyond financial returns

Howell (NYU) Discussion 32 / 33



Conclusion

Very interesting and important paper!
I Did not even discuss structural assortative matching model, which

predicts that gov’t LPs will match with gov’t GPs

Seems a bit unfocused
I Emphasis on gov’t ownership, yet not clear experimental survey

designed optimally for this question

Suggest drilling down into heterogeneity among LPs and GPs
I Looking beyond gov’t dummy to understand drivers of matching more

broadly
I And how this relates to real outcomes in terms of which technologies

get funded and thus move forward in the economy
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