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ABSTRACT. We study the demand for government participation in financial markets. Focus-
ing on the venture capital and private equity industry in China, we design a non-deceptive
field experiment in collaboration with the leading industry organization, through which we
conduct 1,000 experimental surveys of both sides of the market: the capital investors (LPs)
and the private firms that manage the invested capital by deploying it to high-growth firms
(GPs). Our respondents together account for nearly $1 trillion in assets under management.
Each respondent evaluates hypothetical profiles of potential investment partners, whose
characteristics we randomize, under the real-stakes incentive that they will be introduced
to real partners matching their preferences. We document that the average GP dislikes LPs
with government ties, indicating that the benefits of political connections are small com-
pared to the cons of having the government as an investor. To unpack channels, we show
that such dislike is not present for government-owned GPs and conduct additional surveys
of our respondents, which together suggest the presence of interference in decision-making
to be a leading mechanism why government capital is unattractive to private GPs. On the
other hand, we find that the average LP prefers GPs that have a government-related LP
as an investor. To illustrate the importance of accounting for differential demand for gov-
ernment capital, we first establish two stylized facts using administrative data: government
LPs are more likely to match with government-owned GPs, and government-owned GPs
generate lower returns. We then discuss the equilibrium impact of government participation
on market outcomes by developing a two-sided search and matching model and conducting

simple policy counterfactuals.
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1. INTRODUCTION

A crucial job of governments is to allow for efficient capital allocation in the economy.
A large body of work argues that government participation in financial markets is plagued
by many distortions, thus leading to the common recommendation that governments’ best
course of action is to simply stay away. For example, La Porta et al. (2002) show that gov-
ernment ownership of banks is associated with lower economic growth and slower financial
development. These “political views” of government participation in finance—reflected in
a wave of privatizations of state-owned enterprises over the past few decades—counter the
“development views” according to which the government should play an active role to over-
come market failures in the financing of productive activities, especially in strategic sectors
(Gerschenkron, 1962). These issues are particularly central to the public policy debate about
how to support high-growth firms and spur innovation around the world (Lerner, 2009; Bai
et al., 2021).

The academic literature has predominantly studied the direct effects of government
participation on a number of economic outcomes, such as bank lending (Sapienza, 2004;
Ding, 2005) and productivity (La Porta and Lopez-de Silanes, 1999). Within the broad
context of capital allocation, this paper highlights a neglected aspect of the debate, namely
the demand for government participation. This issue is salient to private sector agents.
On the one hand, receiving capital from the government may grant regulatory favors and
advantaged access to information, for example because it helps establish political connections.
On the other hand, having investors with government ties may introduce potential distortions
driven by political interference in decision-making, among other constraints these investors
may impose. In short, it is plausible that different agents in the market may value capital
differently if it comes from the government. As a result, to the extent that how capital is
allocated depends on the agents receiving it, understanding the demand side is important to
fully capture the equilibrium implications of government participation in the market.

We study the context of venture capital and private equity (VCPE) in China, represent-
ing the second largest market for innovative and high-growth firms in the world (after the
US), a market where the government plays a central role in the allocation of capital. Specif-
ically, we focus on the matching between capital investors, i.e., the Limited Partners (LPs),
and profit-seeking firms that manage the invested capital by deploying it to high-growth
firms, i.e., the fund managers or General Partners (GPs). In this market, the government—
such as a central or local government agency or a state-owned enterprise (SOE)—participates
through the supervision or (partial or full) ownership of many LPs.

The main challenge in estimating preferences for government capital is that we typically
observe only equilibrium outcomes, which result from the endogenous matching between GPs

and LPs. That is, we do not see, for instance, the unsuccessful fundraising attempts by GPs.
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Additionally, conditional on observing certain GPs obtaining funds from government LPs,
what we observe might not be reflective of a preference for government LPs, but rather
for certain characteristics of those LPs that are correlated with being connected to the
government (e.g., government investors are often deep-pocketed).

We circumvent these issues by conducting a field experiment in collaboration with the
leading VCPE industry organization in China, Zero2IPO. Our collaboration lead to a new
experimental survey of 688 leading GPs in the market, which together manage nearly $1
trillion. Thanks to the deep industry connections of our partner, we were able to obtain
a response rate of more than 43%, which is extremely high for the setting. The survey is
launched as part of a new service by Zero2IPO that aims to experimentally measure GP
preferences so as to help GPs get connected to LPs they would be interested in for fundrais-
ing purposes. The experiment has bite because Zero2IPO does regularly play the role of
facilitator in the match-making process between GPs and LPs, and because informal and
industry networks and referrals are the primary way through which investment relation-
ships are formed in VCPE (Hochberg et al., 2007). The surveys were conducted within
the Zero2IPO’s internal system, with Zero2IPO also calling each respondent to explain the
details of the project and the incentive structure.

The experiment is inspired by the literature in labor economics and discrimination on
correspondence audit studies (Bertrand and Mullainathan, 2004), and more specifically by
its recent refinement without deception by Kessler et al. (2019). As part of the experiment,
GPs are asked to rate 20 profiles of LPs along two main dimensions (on a 10-point Likert
scale): (i) how interested they would be in establishing an investment relationship with the
LP (under the assumption the LP is interested); (ii) the likelihood that the LP would be
interested in entering an investment relationship with them if they had the chance. There is
no deception because GPs know the LP profiles are hypothetical. The profiles are pieces of
text that are created to look exactly like those typically available on the Zero2IPO platform
that both GPs and LPs use to research the industry. The incentives to report truthfully are
strong because within this high-stakes real context, Zero2IPO promises to use the ratings of
each GP to introduce them to real LPs that match their preferred characteristics, following
a proprietary machine learning algorithm. Moreover, notice that high-level investment man-
agers and partners of leading VCPE firms are willing to spend 45 minutes on the survey,
suggesting they find the incentive valuable.

An attractive feature of this setting is that we have full control over the creation of the
LP profiles, which allows us to estimate GP preferences for several randomized characteris-
tics of LPs, while holding other characteristics fixed. We create the profiles together with
the Zero2IPO research team by decomposing real profiles into “components” that profiles

typically consist of. For example, almost all profiles list the headquarter of a given LP, or the
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amount of capital they are looking to invest. Many profiles also list the relationship of the
LP to the government, perhaps because they are SOEs or because they received endorsement
by, say, a provincial government. We randomize components to generate the hypothetical
profiles we use to elicit preferences, make a few basic changes to ensure realism of the profiles,
and randomly assign them to the GPs in our survey.

Our main finding is that, on average, GPs dislike LPs with government ties. We also find
that GPs prefer deep-pocketed investors, those headquartered in Beijing, and those that are
not focused on specific industries and stages of investment. Several other components, such
as how long the LP has been investing in the VCPE market, whether they are foreign, and
whether they provide more details about their investment philosophy or corporate governance
practices do not seem to matter. All results are robust to the inclusion of GP fixed effects.

The average effects we uncover indicate that the negatives of receiving capital that is
tied to the government outweigh the positive value GPs may obtain from establishing a link
to a government-related politically connected investor. Anecdotally, a leading explanation
is that government connections of the investors lead to interference in investment decisions
that are due to political, rather than profit-maximizing, incentives.

To investigate these mechanisms, we first explore the heterogeneity of our findings across
different types of GPs. In particular, we are interested in whether the average dislike for
government capital is driven by the ownership structure of the GP itself. If the presence
of interference in decision-making is seen as unattractive, this should be especially so for
non-government-owned GPs that operate according to market principles. On the other
hand, we expect the incentives of government-owned GPs to be more aligned with those of
government investors, which should result in a more favorable view of government LPs as
investment partners. In fact, government ownership is pervasive in China both on the side of
those who allocate capital and those who manage and invest it in private firms, with SOEs
being involved as partial or full owners of several GPs. We therefore collect information on
the ownership structure of all active GPs in the Zero2IPO database using administrative
business registration data, and subsequently share these data with Zero2IPO to then link it
to the survey respondents.

In our regression of GP interest on LP characteristics, we find that the negative co-
efficient on the indicator for the LP having government ties can be fully accounted for by
non-government-owned GPs. Instead, we find that government ties of the LP do not mat-
ter for the preferences of government-owned GPs. We find that no other component of the
LP profiles displays a meaningful difference depending on whether the GP is owned by the
government or not.

We provide additional, largely qualitative evidence on the mechanisms behind the dislike

of private GPs for LPs with government ties using new surveys we conducted jointly with
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Zero2IPO on the pros and cons of establishing a relationship with an investor that is linked to
the government. By and large, GPs lament the presence of political interference in decision-
making by LPs with government ties, as well as the extra exposure to policy uncertainty
generated by investors’ incentives being tied to politics.

We expand on our experimental analysis of the role of government participation in the
matching between GPs and LPs by conducting a contemporaneous analogous survey of high-
level managers of LPs that are responsible for the selection of fund managers. We are able
to survey 312 LPs, with a response rate of 39%. The survey and the creation of hypothetical
profiles follow a structure similar to the GP survey, and the incentive is identical. The profile
components are slightly different to reflect the different type of market participants. Some
of the key findings are that LPs prefer high-performing, foreign, recently established GPs
that have a specialized focus in specific industries. What stands out, however, is that the
strongest determinant of LP interest in a GP is whether that GP already has entities with
government ties among its investors. We also find that LPs value positively GPs whose
team members have direct experience in the government, while industry experience does
not matter. Unlike the GP-level analysis, we do not find much heterogeneity depending on
whether the LP is government-owned or not.

In the final part of the paper, we discuss the importance of accounting for differential
demand for government participation. Indeed, our experimental evidence highlights a simple
and important yet potentially neglected aspect of the debate. Because the market involves
two-sided matching, the equilibrium allocation of government capital is co-determined both
by the ability of the government LP to find well-performing GPs and by the preferences and
demand on the GP side. To the extent that non-government-owned GPs differ in quality rel-
ative to government-owned GPs, any empirical observation about government LPs allocating
funds in a way that leads to lower returns might suggest, at least in part, their inability to
attract the best GPs rather than poor decision-making in investment selection. Moreover,
our finding of heterogeneous GP preferences for government funds also suggests that the ex-
pansion of government LP participation in the market—for instance, to carry out industrial
policy and promote entrepreneurship—may have differential incidence on participants in the
VCPE industry. In equilibrium, government LPs’ participation might have a number of ad-
ditional effects. For example, even if government LPs primarily invest in government-owned
GPs, that government-owned GPs have more potential investors implies they might compete
less with non-government GPs for funding from non-government LPs.

Our design provides a unique opportunity to understand these equilibrium implications
of government participation in China’s VCPE indsutry. First, our experimental survey
elicits preferences for partner characteristics from both sides of market participants; such

preferences typically cannot be identified from observational matching data without very
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restrictive assumptions. Second, our survey also elicits market participants’ expectations of
cooperation interests from potential partners on the other side, again for both surveyed GPs
and LPs. By combining our experimental estimates with the observational administrative
data we are able to separate out preferences from market forces, such as the supply and
demand for investments and matching frictions, in determining the allocation of funds in the
VCPE market.

To quantify the distributional consequences of government participation in China’s
VCPE market in equilibrium, we build a model of a two-sided search and matching market
through which GPs and LPs search for a counter-party in order to match investment op-
portunities with investment funds. Because of search frictions, neither GPs nor LPs always
find the ideal match, as both sides have to trade off the opportunity cost of waiting to fulfill
investments with the potential to meet a better match in the future. Two parties form a
cooperation if and only if both sides prefer matching over waiting. In the model, changing
government LP participation—for instance, by establishing more LPs in the market or con-
ceding a bigger share of the investment surplus to GPs—has equilibrium implications on all
market participants on both sides, because it affects the cost and benefit of waiting for a
better match.

We calibrate the model using both our experimental surveys and the administrative
data. We find assortative matching between GPs and LPs along government-ownership:
upon meeting, a non-government GP is more than 50% more likely to accept investment
from non-government LPs than government ones. Despite such strong preferences for sorting,
government participation in the VCPE market have significant equilibrium effects on non-
government entities. Using the calibrated model for policy experiments, we find that a 10%
increase in the number of government LPs in the VCPE market brings about a 0.12 points
increase in GP surplus on the Likert scale we use in our surveys. Comparatively, if all
government LPs moved their headquarters to Beijing—an attribute that GPs value in our
experiment—the surplus gain by GPs is 0.084 Likert points. Removing both government
GP and LP participation from the market altogether results in a surplus decline by 0.594
Likert points for privately owned GPs, as it becomes more difficult to fulfill their investment
opportunities; the same experiment would result in a surplus increase by 0.535 Likert points
for privately owned LPs, due to reduced competition in the supply of funds.

It is worth emphasizing the equilibrium nature of our findings. While government
LPs preferentially match with government GPs, which have lower returns than their non-
government counterparts, increasing government LP participation may still benefit non-
government GPs through greater funding availability. On the other hand, if the increase in

investments by the government came at the expense of investments from non-government
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LPs, higher-quality private GPs would naturally be worse-off. Moreover, while we ana-
lyze the distributional consequences of government participation, our study is, by design,
silent about aggregate consequences. This is because our experimental survey elicits pref-
erences of individual respondents, and the preferences of neither government-owned nor
non-government-owned entities may fully reflect the social value of VCPE partnerships.

Our study is related to a far-reaching body of work on the role of government partic-
ipation in the economy. Shleifer (1998) reviews the arguments in support of and against
state ownership in a number of economic sectors, and Megginson and Netter (2001) give an
overview of a large literature on privatization. Several studies emphasize the many inefficien-
cies that arise when the government participates in financial markets (Shleifer and Vishny,
1994; La Porta et al., 2002; Sapienza, 2004; Ding, 2005), with a related and large literature
on the benefits of political connections (Fisman, 2001; Khwaja and Mian, 2005; Faccio et al.,
2006) and the costs of corruption (Shleifer and Vishny, 1993; Fisman and Golden, 2017;
Colonnelli and Prem, 2021). In the context of high-growth firms, Lerner (2009) provides a
critical account of government policies aimed at spurring innovation, with Lerner (2000) and
Howell (2017) providing related analyses of the impact of government subsidies in the US,
and Fang et al. (2018) highlighting the presence of political frictions in China R&D subsi-
dies.! Our key contribution to the literature is to provide a first account of the importance
of the demand for government participation. To our knowledge, ours is also the first field
experiment on the role of government in a high-stakes financial market.

Given the tight link between government participation and development, our paper also
naturally relates to the important work on financial development and economic growth (King
and Levine, 1993; Rajan and Zingales, 1998; Levine, 1999; Wurgler, 2000; Levine, 2002).
Specific to China, there is a large literature on the role of government for its development
(Young, 2000; Song et al., 2012; Hsieh and Song, 2015; Xiong, 2018; Liu, 2019) and financial
system (Brunnermeier et al., 2020). We refer to Amstad et al. (2020) for a review of various
aspects of the Chinese financial system and to Cong et al. (2020) for a recent review of the
literature on the financing of high-growth and innovative firms.

Finally, we contribute to the finance literature on surveys in venture capital and private
equity.” Survey evidence on high-level decision makers include Gompers et al. (2016) (US-
based PE firms), Da Rin and Phalippou (2017) (worldwide LPs), and Gompers et al. (2020)
(US-based VC firms). Recent work has started using experiments in this area to identify
preferences of market participants, with a focus on early stage investments in the US (Bern-
stein et al., 2017; Gornall and Strebulaev, 2020). Zhang (2020) uses a similar methodology to

1A smaller and recent set of papers has looked at the direct provision of venture capital funding through
specific government vehicles in China and around the world (Brander et al., 2015; Cumming et al., 2017;
Fei, 2018).

2See Da Rin et al. (2013) for a survey of the literature.
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ours in a lab setting to study US early stage investors’ preferences for startup characteristics.
Ours is the first field experiment of its kind in a high-stakes real setting, which is also char-
acterized by a large sample size and a high response rate, thus largely alleviating concerns
of external validity. Ours is also the first field experiment in VCPE in China, a context of
a great importance per se because of the sheer size of the market and its importance in the
broader global context of high-growth investing and innovation.

The paper is organized as follows. Section 2 briefly describes the context of VCPE in
China. Section 3 describes the main data sources. Section 4 illustrates the details of the
experimental design. Section 5 reports the main results. Section 6 describes the model and

counterfactuals. Section 7 concludes.

2. INSTITUTIONAL CONTEXT

We study the venture capital and private equity (VCPE) market, which refers to capital
investments in firms that are not publicly listed or traded. While venture capital—which
specifically refers to the funding of high-growth high-risk companies, typically innovative
entrepreneurial startups—is seen as largely distinct from private equity more broadly in the
US and most other developed economies, such distinction is quite blurry in China (Huang
et al., 2020). We therefore refer to the general “VCPE” market and investors therein, noting
that the market is characterized primarily by early stage and growth equity investors, which
will be our focus throughout the whole paper. The VCPE market in China is second in size
only to the US.

The main players in the VCPE market are the capital providers, which are typically
referred to as Limited Partners (LPs), and the entities that manage the capital invested,
namely the General Partners (GPs), that subsequently deploy the capital by acquiring own-
ership, or equity, in private firms. Such investments generate returns to the investors once
the firms’ shares are sold, either publicly through an TPO or privately to other investors or
firms. GPs also capture a share of the profits, in addition to their asset management fee.
Specifically, one or more LPs generally invest capital into a “fund,” which is the pool of
capital raised by a given GP. LPs can invest into more than one fund, and a GP can raise
multiple funds over time. This structure, typical of the US market, is known as “limited
partnership,” and it became dominant also in China with the Partnership Enterprise Law
of 2007. In this context, LPs are considered “passive” investors, to the extent that their
limited liability comes at the cost of not interfering with the investment allocation decisions
of the GP. In practice, however, examples abound about how LPs can exert a certain degree
of influence over how the capital is ultimately allocated. While the two-sided nature of the
market is the most common in the US, China, and around the world, there are a myriad

other nuanced variations of the VCPE model, such as GPs and LPs playing both the role
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of investor and fund manager at the same time. For brevity, we abstract away from these
details in the paper, except when clarifications are important for our empirical analysis and
arguments.3

A distinctive feature of VCPE in China is the predominant role played by the government
in the allocation of capital. Central government agencies, local governments, and State-
Owned Enterprises (SOEs) represent, supervise, or own (partially or wholly) a large share
of the LPs actively operating in the market, thus playing a primary role in driving high-
growth entrepreneurship and private sector development. For instance, the LP may be a SOE
funded by the Provincial People’s Government; similarly, a local government may formally
approve the establishment of an LP and guide its capital allocation process. The role of
government as an LP is at times made operational by the existence of so-called “government
guided funds,” namely mixed private-public funds created and partially contributed to by
government entities (usually local governments), to which non-government LPs are also
expected to contribute. In our paper, for brevity, we will consider LPs as having government
ties if the government is involved in any role in providing capital to any fund managed by a
given GP. In the administrative data we use in the paper (described in the next section), we
observe that about half of LPs are at least partially owned by the government, which amount
to more than 60% of the market when weighted by the total assets contributed to VCPE
funds. Such a widespread presence of government organizations marks a stark difference
compared to the US.

As in many other sectors of the economy, the government playing such a major role
introduces a number of peculiarities that are likely to affect market outcomes. Not sur-
prisingly, the issue of Chinese government interference in the entrepreneurial and private
investment landscape represents a very contentious issue, both within China and interna-
tionally, considering that many local high-growth firms attract interest and investment from
both Chinese LPs and other large international investors. We are especially interested in the
matching between GPs and LPs. Within this setting, many argue having the government
as an investment partner introduces inefficiencies in the investment process and can distort
the allocation of capital away from their most productive uses. There are several reasons
for why this is the case, as illustrated through large qualitative evidence gathered in the
recent reviews by Malkin (2021) and Luong et al. (2021). First, the government is seen as
a more “active” investor compared to other (commonly passive) LPs, as it often introduces
restrictions on the specific types of investment the GPs can undertake, for example by fa-
voring specific firms, locations, or sectors. Even disregarding examples of corruption and
favoritism, this could happen because of the original strategic purpose of the government
3More generally, we refer to comprehensive descriptions of all the details and nuances of the VCPE model,

from compensation and management structures to distribution of profits and legal restrictions, to textbook
overviews such as the one by Lerner et al. (2012), among others.
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to allocate resources to parts of the economy deemed under-served or because of political
incentives. For the latter reason, government LPs might favor projects that are less risky,
or require returns from the investment within a short time frame. These are all potentially
severe restrictions for GPs, as they tend to look for risky projects with high upsides that
often require a long investment horizon and a high degree of flexibility in decision-making.
Moreover, such distortions are emphasized by the fact that relying on the government as
an investor can lead to extra exposure to policy uncertainty, for example because changing
government objectives may lead to unexpected interference in investment decisions. An-
other source of inefficiency argued by opponents of government participation in the market
is the presence of bureaucrats or political actors, rather than investment professionals, in
investment and managerial committees.

There are, on the other hand, several reasons why the government is seen as a positive
force in the market. From a social perspective, the main argument is about externalities,
as the government may allow for capital to flow to projects that would otherwise remain
underfunded (see Lerner (2000) for a discussion). In China, this is reflected in a push by
the government for capital flows to strategic sectors and locations that private LPs, such as
wealthy families and individuals or large corporations, are not targeting. More closely linked
to our study, from the private perspective of fund managers and entrepreneurs alike, having
the government as an investor may confer a number of advantages. Typically, such benefits
range from faster regulatory approvals and tax reductions to better access to information
and other favors occurring thanks to political connections. In particular, local and central
government approvals and their overall support are often seen as necessary to “open doors”
for target firms to grow. For these same reasons, having the government as an investor
might be seen as a positive signal by other investors who are looking for GPs to manage
their capital, and having government-connected individuals in the investment team may
prove valuable.

In sum, a degree of government influence is largely unavoidable in China, so much so
that learning to deal with government-related LPs is now considered a “required course”
for VCPE fund managers.? Nevertheless, while our focus is squarely on China, several
of the pros and cons that typically accompany government investments are prevalent in the
broader debate about how governments around the world should foster entrepreneurship and
innovation, and whether governments are well-equipped to do so in the first place (Bai et al.,
2021). Under the premise that government capital can be considered more or less attractive
by different private sector agents, our objective in this paper is to study the matching process

between GPs and LPs—a key component of how capital is ultimately channeled to firms and

4See The Chinese state is pumping funds into private equity (The Economist, June 2021).
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entrepreneurs—with the ultimate goal of shedding light on how the demand for government

participation in the capital allocation process might influence market outcomes.

3. DATA AND DESCRIPTIVE ANALYSIS

In this section, we describe the main data sources we use throughout the paper. First,
in Section 3.1 we briefly introduce our main experimental survey data as well as accessory
surveys, which are discussed in more detail in Section 4. We then describe the administrative
data on General Partners (GPs), Limited Partners (LPs), and Venture Capital (VC) and
Private Equity (PE) investments from Zero2IPO (Section 3.2). We then illustrate the data
on the ownership structure of GPs and LPs and related measures of government connections
(Section 3.3). In Section 3.4, we discuss basic summary statistics on our sample. Finally, in

Section 3.5, we establish a few basic stylized facts motivating our analysis.

3.1. Original Survey Data: The China Equity Investment Survey. The core of
our paper are new experimental surveys of a large number of GPs and LPs we conducted
in collaboration with Zero2IPO, widely considered the leading integrated service and data
provider in the China VCPE market since its founding in 2001. We conducted these surveys
in the last quarter of 2019.° Specifically, we designed a new survey instrument, which
we labeled the “Chinese Equity Investment Survey,” designed to be filled in by high-level
managers or partners of the targeted organizations.

Zero2IPO sent the surveys to a total of 1,600 GPs and 790 LPs, respectively. All GPs
we sent surveys to are profit-driven, as impact investors and other investors that are not
looking to obtain market returns are not considered. We obtained a total of 1,000 responses,
688 of which from GPs and 312 from LPs, for an average response rate of 42%. This response
rate is high for this setting, especially considering our large sample size. For example, the
response rates for other survey-based studies of VC and PE investors are 47% for Gompers
et al. (2016), 13.8% for Da Rin and Phalippou (2017), 10.3% for Bernstein et al. (2019), 21%
for Gompers et al. (2020), 6.5% for Gornall and Strebulaev (2020), 11.6% for Denes et al.
(2020), and 0.5% for Zhang (2020). Relatedly, in the seminal survey work on the practices
of Chief Financial Officers, Graham and Harvey (2001) obtain a response rate of 8.9%.

The survey is organized as follows. First, we show an introductory page describing the
goals of the survey and the incentives to participate, while also providing instructions to
the participants. Second, respondents are asked to rate 20 profiles of potential investment
partners along several dimensions, as part of our experiment. Third, we ask a series of
questions regarding the respondent’s company and individual role in the organization, which
are used by Zero2IPO to ensure that responses are accurate and filled in by a high-level

manager of the organization.

5The surveys were conducted before the first case of COVID-19 was reported on December 31st, 2019.
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We leave further discussion of these surveys in Section 4 on the experimental design,
where we dig deeper into the recruitment process and incentives and on the experimental

variation introduced in the profile rating section of the survey.

3.1.1. Additional Qualitative Surveys about the Role of Government Investors. In addition
to our main survey, we collaborated with Zero2IPO to send one additional set of surveys
to a subset of our respondents. These surveys, which we conducted in the last quarter of
2021, are aimed at capturing qualitative information regarding the pros and cons that GPs
associate to the presence of the government as an investor. We use and describe these data
in more detail later in the paper, in Section 5.3.2, to discuss potential mechanisms behind

our experimental findings.

3.2. Administrative Data on Venture Capital and Private Equity. Our primary
source of administrative data is the full database created and maintained by our research
partner Zero2IPO, which collects data on VCPE firms and their investments in a number
of ways. First, they continuously aggregate multiple sources of data, from administrative
registries such as those of the Asset Management Association of China (AMAC) and the
National Enterprise Credit Information Publicity System (NECIPS), or those of stock ex-
changes and regional equity markets and of several industry associations and competing data
platforms, to information announcements from government agencies and news press releases
in VCPE-focused publications.

These data cover the vast majority of GPs and LPs actively operating in the market, but
the lack of formal reporting requirements makes them imperfect with respect to coverage
of deals and their performance, a typical issue in markets for private capital around the
world. To alleviate this issue, Zero2IPO collects its own data through a range of quarterly
and annual online surveys, which are regularly validated through in-person meetings and
follow-ups with respondents via phone and at leading conferences, workshops, and similar
events throughout the year. Finally, Zero2IPO has a dedicated research team to cross-check
and standardize the information, not only across data sources but also by verifying the
information reported by multiple parties in a given deal (e.g., GP and LPs in a given deal).
Overall, despite some limitations that are standard given the context, the data collection
and validation process of Zero2IPO is largely similar to that of leading and widely trusted
data providers in the VCPE space in the US, such as PitchBook and Preqin.

Because of the nature of the data collection, the database provides accurate information
about the identity of GPs, LPs, and the funds they are associated with, together with registry
information such as company name, founding date, headquarter location, and registered
capital. We match GPs and LPs using the fund-level data, which indicates the GP managing
the fund and the LPs that committed capital to the fund. For each of the entities in the
data, the Zero2IPO data platform also provides a text-based profile description of the entity,
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a point we return to in detail in Section 4. Finally, for a subset of the sample we have access
to data at the deal level, which includes information on the target company, deal’s size and

date, and round of fundraising, among others.

3.2.1. Measuring Performance. Our analysis primarily focuses on our experiment and on
the matching between GPs and LPs. In the final part of our paper, we build a search and
matching model to discuss the equilibrium implications of government participation in the
market, an exercise for which it is helpful to rank GPs in terms of performance. A common
issue with VCPE data is that observing performance measures is difficult, because the data
often remain confidential and because there are several weaknesses associated with various
measurement approaches, not least due to the dependence on data from unrealized private
investments (see Cole et al. (2020) and Jeffers et al. (2021) for a recent discussion of these
issues).

Similarly to most standard US-focused datasets, our data also lack the universe (and
respective timing) of cash-flows between GPs, LPs, and funds that is ideally needed to
compute returns. However, our close collaboration with Zero2IPO allows us to construct
a measure of returns, which they label “comprehensive return” (henceforth, CR) and that
is typically unavailable to researchers. The CR is a weighted average of various measures
Zero2IPO collects. The measure is standardized to be a continuous measure between 0 and
1. While also subject to many of the common concerns, the CR is relevant to the extent
that it is used by Zero2IPO to compile its yearly rankings of GPs in China, which are the
most authoritative in the market and relied upon by many investment professionals.®

Finally, despite the fact that they are sensitive to the timing of cash flows, whenever
using performance data, we further report robustness results that use the simpler measure
of internal rates of return (IRRs), which are reported by the GPs directly to Zero2IPO for
a subset of the data.

3.3. Measuring Government Ownership. We measure whether GPs and LPs are par-
tially or wholly owned by the government using business registration data from NECIPS,
as in Bai et al. (2020). We access the database through a dedicated API provided by the
commercial company Tianyancha. The database contains the ownership structure of each
legal business entity in China. That is, for each entity, we can observe its shareholders, and
the shareholders of each shareholder, until we reach the ultimate owners and their respective
shares in the given entity.

To define government ownership, we search for ultimate owners that are either state-
owned enterprises (SOEs) or (central or local) government agencies. We obtain the most
6Whenever we split GPs in terms of high versus low quality in the paper, we do so by cutting the sample at

the median of CR, and considering a GP as high quality if it has above median CR or if it was ever ranked
as a top GP by Zero2IPO.
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comprehensive list of SOEs from the State-owned Assets Supervision and Administration
Commission (SASAC), which we match to the business registration data. As for government
agencies, we proceed in two steps. First, we create a list of central and local agencies from the
State Council and from each provincial government’s website, respectively. Second, starting
from these lists, we extract the primary keywords in their names that are indicative of a
government agency, such as “department,” “administration,” “bureau,” and “government,”
and search for these keywords in the business registry data. We do a similar search for
the list of city names in the data, as many local governments are city administrations. We
then manually go over the results from the searches to screen out false positives, and to
categorize government agencies into central, provincial, and city level agencies, for a total of
124, 220, and 1,110 of them that we identify in the business registration data, respectively.
We complement these data with data collected by Zero2IPO itself through their regular
surveys regarding the ownership and government relation of LPs and funds.

Our main analyses consider GPs and LPs as government-owned if they have a positive

share of government ownership, that is if any of their ultimate owners are government entities.

3.4. Samples and Descriptive Statistics. The main starting administrative data sample
we rely on throughout the paper consists of all GPs that are labeled as “active” by our
partner and data provider, Zero2IPO, as of December 2019. This includes all GPs that have
made at least an investment or managed a VCPE fund in the 5-year period 2015-2019, and
that Zero2IPO flagged as GPs for which confidence regarding data quality is high.” We have
a total 6,308 active GPs, which include all respondents to our survey. We then define as
“active” all LPs that have ever invested in a fund managed by an active GP. We have a total
of 7,974 active LPs, which include all respondents to our survey. We were able to collect
ownership information for the near-universe of these GPs and LPs.®

Overall, the above sample can be considered as having high-quality coverage of the main
players in the VCPE ecosystem in China. On the other hand, smaller local players are less
likely to be labeled as active by Zero2IPO or to have any data reported in the Zero2IPO
database.

We report summary statistics on our main data sample in Table 1, which shows the
characteristics of both GPs (Panel A) and LPs (Panel B) split by government-owned and
non-government owned entities. Because our respondents are not foreign, we remove foreign-
owned GPs and LPs from these descriptive statistics. In Panel B, we can notice a large
difference in size between government-owned investors and other investors, with the for-

mer investing significantly larger amounts of capital. Figure 1 displays the distribution of

"For example, GPs that appear to have made an investment in the same 5-year period but that Zero2IPO
was unable to reach to validate the information are typically not included.

8The only exception are the GPs that are registered as foreign entities. We classify these GPs as privately
(i.e., non-government) owned.
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headquarters location, investment region, and investment industries for the full sample of
active GPs and LPs. Figure 2 instead illustrates the differences in location and industry for
government-owned versus other entities.

As discussed in Section 3.1, 688 GPs and 312 LPs responded to our surveys. Of these,
we drop from the main analysis 11 GPs and 2 LPs that did not fully complete the surveys.
Unfortunately, for confidentiality reasons, we are unable to observe the sample of 1,600 GPs
and 790 LPs that received an invitation to participate to our study. In Table 1 we can,
however, compare basic characteristics of our respondents to the other GPs and LPs in
our main dataset. Overall, similarly to the VCPE studies of Gompers et al. (2016) and
Gompers et al. (2020), our sample selection leads to a final sample of respondents that is

more representative of large and active players in the market.’

3.5. Stylized Facts of China’s VCPE Market. We establish the following stylized facts
using Zero2IPO’s administrative data on actual matches between GPs and LPs.

First, government-owned GPs perform worse than the non-government-owned coun-
terparts. Table 2 shows that government-owned GPs have lower comprehensive returns
(CR) as well as lower internal rates of return (IRR), measures we introduced in Section
3.2.1. While these measures are imperfect—the performance of GPs and LPs tends to be
multi-dimensional and not easily quantifiable—these patterns are nevertheless suggestive
that government-owned entities tend to under-perform in terms of generating financial re-
turns on investments. These findings are consistent with other work on government funding
in China, as reviewed by Cong et al. (2020).

Second, among the actual GP-LP matches, there is sorting along the dimension of
government ownership: government-owned GPs are significantly more likely to receive capital
from government-owned LPs, and conversely, government-owned LPs are significantly more
likely to invest in government-owned GPs. These patterns are illustrated in Table 3, where
we report the likelihood ratio index for each pair of LP and GP types. The likelihood ratio
index for each GP of type i and LP of type j, with i, j € {government, non-government} is
defined as

o Pr(GP of type i matches with LP of type j)
s(6.9) = Pr(a random GP has type i) x Pr(a random LP has type j)

The measure s(i, j) benchmarks the empirically observed frequency of matches relative to the
frequency that would have occurred by chance. If GPs and LPs form matches at random—
without sorting by type—then the likelihood ratio should be equal to one in a large sample.
A likelihood ratio s(i,j) above one indicates that matches between type-i GPs and type-j
9We report in Appendix Figure Al the distribution of headquarters’ location, investment region, and in-

vestment industries for respondents, with Appendix Figure A2 further reporting the differences between
government-owned versus other entities in the same sample.
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LPs occur more likely than could be attributable to chance, suggesting a preference to match
on both sides relative to potential partners of other types; conversely, s(i,7) < 1 indicates
that type-i GPs and type-j LPs may have a dispreference to be matched with each other.
Finally, conditioning on matched GPs’ government-ownership status, government-owned
LPs do not appear to disproportionately invest in GPs with lower quality. Table 4 demon-
strates this pattern again using likelihood ratio indices. For both governmnet-owned and
non-government-owned GPs, we subdivide each group according to CR at the median. We
find that when matched with non-government GPs, government-owned and non-government-
owned LPs do not show significantly differential sorting patterns along the quality dimension;
if anything, government-owned LPs (relative to non-government-owned LPs) seem to invest
disproportionately into high-quality GPs when the matched GP is also government-owned.
Taken together, our findings are consistent with the common narrative of government-
owned entities performing poorly and receiving more support by the government itself. At
the same time, the patterns we establish suggest a more nuanced view than the simple
one according to which government-owned LPs make poor investment decisions by choosing

low-performing fund managers.'”

4. EXPERIMENTAL DESIGN

In this section, we describe our main experimental survey design, which aims to es-
timate the demand and preferences of fund managers for different sources of capital, and
specifically for capital coming from investors with government ties. Estimating preferences
for government capital versus capital from private sources is empirically challenging for sev-
eral reasons. First, it is difficult to separate capital coming from government investors from
other confounding factors, such as the fact that government investors are typically focused
on specific industries or regions or stages of investments, or that they tend to be deep-
pocketed. That is, that the investor has government ties is correlated with a host of other
traits of the investor. Second, government investors may be more or less inclined to provide
capital to a given GP, relative to other investors. As a result, GPs may have differential
expectations about whether the government investor would provide capital to them in the
first place. Third, any match between GPs and investors in observational data would reflect
both preferences as well as the endogenous matching process during which the GP observes
several other characteristics of the investor that are unobserved by the econometrician.

Therefore, the objective of our experiment is to 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 independently of the
ONotice that while the analysis in this subsection is based on the main administrative sample from Zero2IPO,

similar patterns apply when focusing only on our respondents. We report the three stylized facts for the
respondents’ sample in Appendix Tables A16, A17, and A18.
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likelihood of a match. To do so, we ask GPs to rate hypothetical LP profiles, by providing
a strong incentive that aligns the interests of the GPs with those of us researchers. The
incentive consists of being matched to real LPs by Zero2IPO—a partner that respondents
trust and that can make credible promises—based on their ratings of the hypothetical profiles.
Such a design is inspired by the work of Kessler et al. (2019) and Low (2021) to measure
preferences over individual characteristics without deception in the hiring and dating settings,
respectively.!  This design provides a deception-free alternative to correspondence audit
studies, common in the literature on discrimination in labor markets, which are especially
difficult to conduct in high-stakes contexts like ours where trust is of major consideration.
The setting also allows us to go beyond typical binary outcome variables based on “call-
back” rates, as we are able to ask respondents to rate investors on multiple dimensions while
providing them with specific instructions about factors that should not enter their rating.
In what follows, we start in Section 4.1 by outlining in greater detail the process of
recruiting respondents and the incentives used to ensure truthful elicitation of preferences.
In Section 4.2, we illustrate how we create the pool of hypothetical but realistic profiles of
GPs and LPs, including details on the specific features we include in the profiles. In Section
4.3, we discuss the questions we ask respondents to rate potential partners, which will be

used as dependent variables in our analysis.

4.1. Recruitment and Incentives. As discussed earlier in Section 3.1, the recruitment of
respondents for the “China Equity Investment Survey” is managed by our partner Zero2IPO,
which regularly conducts surveys of GPs (and LPs) in the VCPE market in China. In
addition to being the leading integrated data provider, Zero2IPO has recently started to
play the important role of facilitating the matching between GPs and LPs, by means of
face-to-face events and introductions made among the various industry players. To this end,
our survey is marketed as a joint collaboration between Zero2IPO and Tsinghua University
PBC School of Finance, with the objective of using machine learning techniques to improve
the matching between GPs and LPs.

Specifically, the respondents are truthfully told that survey responses, namely their
rating of hypothetical investment partner profiles, will be used to introduce them to real
LPs that match their preferred characteristics. Importantly, Zero2IPO further conducted
follow-up phone calls with the GPs after the survey links were sent, so as to further explain
the goal of the project and to re-iterate that the main incentive for them to participate is
to be introduced to potential capital providers. Zero2IPO also explained the details of the
hypothetical rating part of the survey, so as to ensure respondents’ understanding of both the
incentive and the rating questions. Following extensive discussions with Zero2IPO, we opted

not to specify the number of introductions that would be made. While the instructions also

1See Harrison and List (2004) for a broader discussion of “framed field experiments.”
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mention the research focus of the survey, this is pitched as secondary. Respondents are also
promised a summary of the results. We report the full recruitment script sent to respondents
and translated to English in Figure 3.

Our high response rate combined with the fact that the main incentive to participate in
the survey consists of being introduced to potential capital providers gives us confidence that
GPs value the incentives, as participating in a 45-minutes survey is costly for VCPE fund
managers. That such introductions are valuable is not surprising in a context like that of
GP-LP matching, where the lack of a central marketplace and survey evidence suggest that
introductions by trusted third-parties are a common tool to establish investment partnerships
(Hochberg et al., 2007; Gompers et al., 2020).

4.2. Creating Partner Profiles. We estimate GPs’ preferences for LPs by asking each
of them to evaluate 20 unique, hypothetical profiles, i.e., brief textual descriptions of LPs
summarizing their key features. We create the hypothetical LP profiles in direct collaboration
with the Zero2IPO research team, using a combination of automated programming and
manual checks and changes.

The first step of the process consists of a structured analysis of all text-based descrip-
tions of LPs on the Zero2IPO platform. In particular, we aim to first identify general text
organization patterns that we can use to create realistic profiles, for example by studying
how long the profile description typically is, how it is organized in terms of paragraphs, and
the order in which certain pieces of information appear. Second, we identify the pieces of
information, i.e., “components,” that a profile typically consists of, and their approximate
probability distribution. For example, we observe that LP profiles nearly always display in-
formation about their size, location, and the relation to SOEs or other government agencies.
Third, through the manual reading of several hundred profiles, for each of the components
identified in the previous step, we create a few pieces of text that are often used to charac-
terize each component. In this way we are able to ensure that survey respondents observe
realistic variation in the profiles they are evaluating, which would not be possible if all
the information was mechanically presented with the same exact sentence or words in each
profile.

Table 5 reports the variables we create from the text of the hypothetical LP profiles
(column 1), together with a brief explanation of what each variable captures. We expand on
the description of all profile components from which the analysis variables are generated in
Appendix Table A1, where we report all possible ways through which a given component may
appear in the text of the hypothetical profile. Column 1 of Appendix Table A1 also reports
in parenthesis the unconditional probability that a given component is randomly drawn to
be included in a profile. For a given component, each piece of text has equal probability of

being drawn, conditional on the component appearing in the hypothetical profile.
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To illustrate, consider our main LP characteristic of interest, namely “Government Ties,”
which is drawn to appear in an hypothetical profile with 80% probability. Conditional on
appearing, the LP displays the related text-based information in 11 possible different ways
(as per column “Options” in Appendix Table Al). Of these 11 pieces of text, 7 of them
would capture an LP that has government ties (i.e., GovernmentTies = 1), while 4 of them
would indicate the LP is not linked to the government (i.e., GovernmentTies = 0) using
analogous pieces of text. For example, an hypothetical profile would suggest the LP has
government ties when it reads: “A state-owned institution funded by the Provincial People’s
Government, [...]”, while an LP does not have government ties when the profile reads: “The
company gives full play to the role of the market, [...].”'?

The second step of the process consists of randomly generating hypothetical profiles of
LPs by mixing and matching the profile components according to the respective probabilities
of appearance. Staying somewhat close to the real probability distribution is important so
that respondents evaluate profiles they deem realistic. Relatedly, notice that the creation
of the final hypothetical profiles involves a certain degree of manual adjustments and minor
text additions, which are carried out by the Zero2IPO team. In particular, the probabilities
of appearance of each component and the specific pieces of text used to characterize a given
component are ultimately decided by Zero2IPO. There are two reasons for this. First, text-
based profiles are not available for all LPs. Second, only Zero2IPO (and not us researchers)
was aware of the specific pool of GPs that would receive the survey invitation. As a result,
the Zero2IPO team was able to ensure that the hypothetical profiles would look realistic and
a good fit with respect to the specific sample in our study, an issue of crucial importance
as also highlighted by Kessler et al. (2019) in the context of employers screening CVs they
deem relevant for them.!?

The process of actually generating the hypothetical profiles is then straightforward. Fol-
lowing the probability distribution in place, a Python program would randomly generate all
possible profiles by putting together the randomly selected pieces of text for each compo-
nent that is drawn to appear in a given profile. Second, we randomly draw from this pool
the total number of profiles needed to generate the surveys that would be sent out to the
potential respondents. Because our survey was sent to 1,600 GPs, a total of 32,000 profiles

were created. Finally, the research team at Zero2IPO and a large team of research assistants

2While we discuss the other components of the profiles in more details when reporting the results, in Section
5, it is worth noting that the information provided is mostly qualitative in nature, rather than quantitative.
This is necessary to ensure that the profiles look realistic. As explained to us by Zero2IPO, the structure
of these profiles resembles that of warm introductions between GPs and LPs that would be made via email,
for example. This necessary choice involves a trade-off, as we are unable to provide a perfect monetary
quantification of preferences over each component, a point we return to in the model Section 6.

BFor similar reasons, in their seminal study on labor market discrimination, Bertrand and Mullainathan
(2004) avoid constructing CVs that would make the candidates overqualified or that would include unusual
combinations of components that might make respondents suspicious.
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from the University of Chicago and Tsinghua University manually went over each and every

profile to make small manual changes needed to ensure perfect readability of each profile.!4

4.3. Rating Profiles of Investment Partners. We measure GPs’ interest in LPs by
asking the GPs to rate 20 hypothetical LP profiles. We use a 10-point Likert scale to
measure the rating, which allows us to observe GPs’ preferences towards characteristics
of inframarginal LP profiles. The respondents are instructed that the responses to both
questions will be used to generate their LP matches. Our main dependent variable is captured

by the following question:

1 “Are you interested in establishing an investment relationship with this investment

partner?”

We measure the response on a scale of 1 to 10, where 1=“Not interested” and 10="“Ex-
tremely interested”. We also specify: “Assume that the investment partner is already in-
terested in establishing an investment relationship with your organization—therefore please
only consider your views on the quality of the investment partner.” We indicate the answers
to these questions as Partner Rating, and they represent our main dependent variable to
capture how interested a GP is in a given LP profile. Importantly, the additional emphasis
on assuming that the LP is interested allows us to separate the GPs’ interest from their
beliefs about the likelihood that the LP would want to provide capital to them. This was a
key aspect of the study that Zero2IPO emphasized to the respondents.

We then ask an additional question whose primary purpose is to further encourage GPs
to focus only on their interest in establishing an investment partnership with the given LP
when answering the main question. On its own, this additional question allows us to also
explore GPs’ beliefs about the likelihood that an LP would want to provide investment

capital to the GP if given the chance. The question is the following:

2 “How likely do you think it is that this investment partner would want to enter an

investment relationship with your organization?”

We measure the response on a scale of 1 to 10, where 1=“Not likely” and 10="“Extremely
likely”. We also specify: “Assume that you have already expressed interest in the invest-
ment partner—therefore please only consider whether you think the partner is interested in
establishing an investment relationship with your organization.” We indicate the answers to
these questions as Fxpected Interest.

Notice that we also measure whether the GP is interested in meeting an LP with the

given hypothetical profile with a simple additional question: “Would you like to be introduced

MNotice that the order in which components are shown is typically fixed to best reflect the profiles in
Zero2IPO. With reference to the components described in Appendix Table Al, the order of appearance is:
Registered Capital, Founding Year, Location of HQ, Government Ties, Investment Philosophy, Industry,
Stage Focus, Fund Size and Management, Corporate Governance.
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to this investment partner?”. The binary answer to this question has intuitive appeal and is
akin to what the resume audit literature typically captures in the hiring settings (Bertrand
and Mullainathan, 2004). A concern with such a measure is that it conflates a GP interest
in an LP with the GP’s expectation that the LP would be interested in establishing an
investment relationship if they had the chance (Kessler et al., 2019). We report results for

this measure in the Appendix.

5. RESuULTS

This section describes our main empirical results. The premise of our analysis is that
capital coming from investors with government ties may be regarded differently by different
private sector agents (in our context, VCPE fund managers), and that, if present, such
differential demand for government participation may have implications for market outcomes
(as we further expand on in Section 6). In particular, as illustrated in Section 2, fund
managers looking for capital may see both pros and cons in an investor with government
ties. On the one hand, government investors may bring a host of advantages commonly
discussed in the literature on the value of political connections, such as regulatory favors or
privileged access to information. On the other hand, government investors may play a more
active role than what is desired by profit-seeking market players—e.g., because of political
interference in decision-making.

We begin with Section 5.1 by outlining the econometric specifications used to analyze our
survey experiment. In Section 5.2, we report the main results on the GPs’ preferences for LP
characteristics, and specifically for LPs with government ties. We then discuss mechanisms
in Section 5.3, by showing heterogeneous effects for government-owned GPs, additional tests,
and new qualitative surveys asking GPs about the pros and cons of receiving capital from
LPs with government ties. In Section 5.4, we then analyze the results of our experimental

surveys of LPs’ preferences for GPs.

5.1. Estimating Equations. We estimate specifications of the following form:

N
(5.1) Yij = oy + B x GovernmentTies; + Z Ym % Characteristicj,, + €,

m=1

where ¢ indicates the GP who is responding to the survey, and j indicates the hypo-
thetical LP profile that is evaluated. y is one of our main dependent variables described in
Section 4.3, such as Partner Rating. The main parameter of interest is 3, which measures
the average effect of rating an LP that is connected to the government. The parameters
Ym capture all other characteristics that we randomized in the hypothetical LP profiles, as
discussed in Section 4.2. We report results both with and without «;, which are the GP

fixed effects that account for different average ratings across GPs.
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The set of other characteristics included in the regression is discussed next together with
the analysis of the results, while Table 5 summarizes the main variables that we create from
the hypothetical profiles. All regressors are indicator variables equal to 1 or 0, depending on
the piece of text included in the hypothetical profile, as indicated in Table 5 and Appendix
Table A1.1°

5.2. GPs’ Preferences for LPs. We report our main experimental results in Table 6.
In particular, the first two columns show regression results where the dependent variable
is Partner Rating, which measures the GP interest in LP profiles on a scale of 1-10. The
coefficients in the top row show that, on average, GPs dislike LPs with Government Ties.
This is true both in our specifications without (column 1) and with (column 2) GP fixed
effects. This is a key result, one we return to in extensive details in the next subsection to
discuss potential explanations for it.

Other LP characteristics are valued positively. GPs are attracted to deep-pocketed LPs,
as indicated by the positive coefficients on Large Investor—which captures LPs that have
allocated at least 1 billion yuan to VCPE—and High Registered Capital—which captures
LPs with at least 1 billion yuan in registered capital. These results are intuitive as, all
else equal, GPs are unsurprisingly attracted to LPs that could generate larger influxes of
capital to their funds. We also find that GPs have a preference for LPs with Headquarter
In Beijing. On the other hand, we observe a dislike for LPs depicted to have a focus on
specific industries (Industry Information) or stages of investments (Stage Focus). These
latter findings are consistent with the average GP in the VCPE market in China having a
wide spectrum with regards to its investment focus. More broadly, the findings on preferences
with respect to these standard characteristics of the LPs seem to be largely uncontroversial,
which is reassuring to the extent that we can interpret them as a signal that GPs are focused
on evaluating the hypothetical profiles according to their true preferences.

We also find that several other components of the LP profiles do not seem to affect GP
preferences. We do not observe a statistically significant differential preference for Young LPs
established after 2010, for LPs with Headquarter in Foreign Country, or for profiles displaying
information about the Investment Philosophy or the Corporate Governance practices of the
Lp.16

151f the profile component we use to construct our variables of interest does not appear in the profile, the
variable takes value O.

16The latter regressors are the outcomes of several discussions with Zero2IPO and primarily aim to make the
profiles look realistic, based on typical descriptions of potential investment partners that GPs see, e.g., on
Zero2IPO’s platform. Despite having been randomized independently of each other, they are at times similar
in nature. For instance, a piece of text for Investment Philosophy would be “As a long-term investor, the
investment philosophy is to achieve market return while controlling for risk.” Similarly, Corporate Governance
is equal to one if the profile includes, for instance, “The goal is to achieve the highest possible returns at
acceptable levels of risk, so as to generate strong returns in the long-term.”
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As described earlier, our surveys also include a separate question that captures the
likelihood that the (hypothetical) LP would want to provide investment capital to the GP
if given the chance. While this is included primarily to ensure that our measure of partner
rating is not confounded with concerns that the LP would be interested in the GP in the first
place, it is also of interest on its own. We explore what influences GPs’ expected likelihood
that a given LP would provide capital to them in columns 3 and 4 of Table 6. We find that
GPs report LPs with government ties to be less likely to provide them investment capital,
albeit the coefficient becomes statistically marginally insignificant when GP fixed effects are
included. We find that other characteristics that make an LP attractive or unattractive are
also those that make an LP considered to be more or less likely, respectively, of providing
capital to the GP.

Robustness. As our main specifications are ordinary least squares (OLS) regressions, we are
implicitly making a linearity assumption regarding the 10-point Likert scale ratings. In
Appendix Table A2, we show that our results are robust to relaxing this assumption by
running ordered probit regressions, which only require that GPs, on average, value a higher
rating more highly than a lower rating. Appendix Table A3 reports the analysis using as
dependent variable the 0-1 indicator for Cooperation Interest, namely the answer to the
question “Would you like to be introduced to this investment partner?,” as discussed in
Section 4.3. Appendix Table A4 reports the main analysis clustering the standard errors at

the respondent level.

5.3. Why Do GPs Dislike Government LPs? The results in Table 6 show that, on
average, GPs dislike LPs with government ties, suggesting that the negatives of receiving
capital that is tied to the government outweigh the positives, at least among our respondent
GPs. In particular, our results indicate that typical political connections considerations,
which would make government investors attractive, are not strong enough to dominate the
cons of dealing with government LPs. As discussed earlier, a leading explanation for our
findings is one in which investors linked to the government might interfere in the investment
decisions of GPs due to political motives, which is seen as unattractive by GPs, considering
that they are profit-seeking entities interested in maximizing financial returns.
Importantly—by design—our findings are obtained after controlling for a number of
factors that might confound the above interpretation. For instance, real government-related
LPs are different along many dimensions compared to private LPs, such as size and preference
for certain regions and industries. Without controlling for these differences, our estimates
might be suggestive of both a dislike for government interference in investment decisions, for
example, or a general dislike for other characteristics of the investor that are correlated with
the investor having government ties. For instance, a dislike for government investors might

simply be driven by a general dislike for certain industries or regions that are not considered
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attractive investment opportunities. Since both industry and regions of focus are randomized
across LP profiles, these concerns are largely muted in our setting. Moreover, notice that
our findings are unlikely to be explained by a differential expectation that government LPs
would actually invest in the GP. Indeed as discussed in Section 4.1, the instructions of the
experiment, which are explained in details by Zero2IPO also via phone calls, make clear that
the respondent should assume that the LP would provide funding to them if they expressed
interest.

Below, we dig deeper into the potential economic mechanisms at play in two additional
ways. First, we report an analysis that shows how the effects vary depending on whether the
GP is also government-owned. Second, we discuss the findings from additional qualitative
surveys we conducted on a sample of our respondents that allow us to shed light on aspects

that are impossible to measure with the experiment or administrative data alone.

5.3.1. Government-Owned versus Private GPs. To further investigate mechanisms, we start
by studying the heterogeneity of our main results along a key margin, namely whether
the respondent GP is also government-owned or not. If the dislike for government-related
investors is due to the distortions the government introduces after providing investment
capital, we should see stronger (i.e., more negative) effects for GPs that have no existing link
to the government and that operate according to market principles. On the other hand, we
expect the incentives of government-owned GPs to be more aligned with those of government
investors, which should result in a more favorable view of government LPs as investment
partners. These views are vastly confirmed by anecdotal evidence from both government and
private sources, as summarized by Luong et al. (2021) among others. Government ownership
of GPs, as for many other private sector entities, is pervasive in China. Importantly, however,
all GPs in our sample, independently of their ownership structure, are profit-driven, as
discussed in Section 3.1.

We report the analysis for the sample of government-owned GPs versus private GPs in
Table 7, where we focus on our main dependent variable, Partner Rating. We find that the
negative coefficient on the indicator for the LP having government ties can be fully accounted
for by private GPs. Instead, we find that government ties of the LP do not matter for the
preferences of government-owned GPs. Interestingly, we find that no other component of
the LP profiles displays a meaningful difference depending on whether the GP is owned by
the government or not.*”

A caveat of this analysis is that while all components of the LP profiles are randomized
and all GPs are incentivized in an identical way, it is plausible that government-owned GPs
1 Appendix Table A7 we report the heterogeneity results using Ezpected Interest as dependent variable.

We find that private GPs believe LPs with government ties to be less interested in providing capital to them,
even though this difference is not statistically significant.
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are more likely to focus on regions or industries that are a better match with government-
related LPs’ focus. To account for this, we report in the Appendix Table A8 a version of
Table 7 where we also control for whether the GP has a region and/or industry of focus that
matches that of the given hypothetical LP profile under evaluation.'® We find that our main
results remain strong, thus indicating that independently of whether the LP’s investment
focus aligns with that of the GP, the GP prefers to receive funding from LPs that do not
have government ties.

A further possible story is that government-owned versus privately-owned GPs have
prior differential exposure to government LPs. If this were the case, the differential effects
we observe might be driven by a differential expectation regarding the costs and benefits of
having the government as an investor. We therefore report our analysis also controlling for
whether the respondent GP ever had a government LP as an investor in the last three years.
As shown in Appendix Table A10, we find that our results are mostly unchanged. Similarly,
as reported in Appendix Table A11, we find that GPs with prior experience working with a
government LP do not have significantly different preferences compared to other GPs.

We then conduct a further analysis of heterogenous effects where in addition to studying
how the effects vary depending on the ownership structure of the GPs, we further augment
the analysis using data on whether GPs are high- or low- performing ones. To do so, we
rely on data on GP performance introduced in Section 3.2.1, which allow us to observe
comprehensive returns (CR) for a subset of the respondent GPs. Using these data, we
categorize respondents into High Quality or Low Quality, depending on whether they have
above or below median CR in the sample. We then report, in Table A12; the results for a
specification analogous to equation 5.1, where we interact all possible splits by government-
ownership and performance of the GP with our main regressor of interest, Government Ties.
All estimates of these heterogeneities are therefore relative to the preference of private low-
performing GPs for government LPs. Interestingly, we find that the strongest dislike for
government LPs is driven by high-performing private GPs.

Overall, the evidence in Table 7 seems consistent with a view according to which—all else
equal—investors linked to the government introduce distortions in the investmen