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Introduction

In June 2017, at the Seoul Centre for the Creative Economy and Innovation 
located right next to the South Korean capital’s most important former royal pal
ace, our interviewee explained why the government was bankrolling his center: 
“The government wants conglomerates to gain innovative DNA by working with 
startups.” What we heard was that the center—which assists startups by provid
ing coworking space, access to coaching, and mentorship and networking—was 
not necessarily designed to bolster startups. Instead, investment in startups was 
a means of injecting “innovative DNA” into Korea’s large firms. This was the first 
time we grasped that startups were considered to be resources to boost, not chal
lenge, the competitiveness of big business.

-

-

-

This interview stands out as a crystalizing moment. Until then, we had under
stood that government efforts like the center were fundamentally for startups 
that, in this book, represent new, high-growth, and often technologically ori
ented firms. It was surprising to hear that this flagship startup initiative posi
tioned startups as a resource for other firms. We had thought that headlines of 
East Asian governments’ investment in startups represented a break with their 
developmental past, which was centered on relations with, and investment in, 
large firms. Our intention was to write a book about how even quintessential 
developmental states were succumbing to the global trend of adopting a Silicon 
Valley–styled approach.

-

-
-

That moment came to symbolize our finding that government policy often 
conceives of startups as innovation resources for big businesses, not as the ulti
mate beneficiaries. The finding that startup largesse is not necessarily serving 

-
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startups is important because economic growth, national security, and public 
health are dependent on a state’s innovative capacity. The contemporary innova
tion imperative has been evident in the US-China trade war (Zhen 2023) and the 
race to develop a vaccine against COVID-19 (Neate 2021). There is no question 
that we are living in an epoch that can be called startup capitalism: startups play 
a central role in market economies’ techno-industrial competitiveness. However, 
many questions about the how and why of startup capitalism remain unanswered. 
Businesses, governments, and wider society need to understand what drives 
today’s cutting-edge innovation, and what role startups and corporations play 
in advancing national innovation capacity. Does startup capitalism involve start
ups as disruptive engines of innovation or resources fuelling established firms’ 
innovativeness?

-

-

In this book, we answer this question by debunking two myths. The first myth 
is that startup promotion is intended for startups. A Silicon Valley–styled version 
of startup-led innovation where new firms disrupt industries is considered the 
gold standard. We instead find that government policy often conceives of start
ups as resources for—not challengers to—conglomerates. Startups inject new 
ideas, talent, and ways of working to enable the future competitiveness of lead 
firms that must compete with foreign rivals. This is a model that directly chal
lenges the stylized Silicon Valley approach.

-

-

The second myth is that startup promotion is merely a means of entrepre
neurship or employment policy. While startup policies do aim to boost employ
ment, especially among the youth, they are a contemporary form of industrial 
policy. Targeting specific sectoral and technological capacities, industrial policy 
endeavors to bolster national economic and industrial competitiveness. Histori
cally, industrial policy emphasized the use of financing to enable the productive 
capabilities and export activities of established firms operating in strategic indus
tries. Today, we argue that startup promotion is a growing tack that sees start
ups (David), working with (or even for) large firms (Goliath), fueling national 
capabilities at the world’s technological frontier. As a result, high-technology 
entrepreneurs and accompanying venture capital markets are part of today’s high 
politics; they fuel countries’ prowess in critical technologies, informing national 
economic competitiveness and security. Thus, the nature of the industrial-mili
tary complex in the twenty-first century is not only about big-scale government 
contractors; it also hinges on national supplies of startups’ cutting-edge technolo
gies and disruptive thinking.

-
-

-

-
-

-

-

Our finding that startup policy is not necessarily for startups is something of a 
puzzle. For comparative capitalism (Hall and Soskice 2001; Schneider 2013; Witt 
et al. 2018), startup-centric approaches should indicate a liberal market econ
omy (LME) model in which disruptive entrepreneurs, with their accompanying 

-
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equity financiers and flexible labor markets, fuel radical innovation. From this 
perspective, East Asian governments’ startup capitalism would signify conver
gence on the Anglo-American LME, and as such, movement away from a coor
dinated market economy (CME).

-
-

In a similar vein, for developmental state scholars, startup largesse should infer 
the death of the developmental state that was characterized by its coordination 
with and directing of credit to large firms. In the classic developmental state, big 
businesses held central positions as employers and innovators.1 On the face of 
it, startup-centric initiatives, such as Korea’s CCEI and Japan’s J-Startup Initia
tive, should represent a break with that large firm–centric model. These policies 
should instead signify that these countries are converging on operating as entre
preneurial states (Tiberghien 2007; Mazzucato 2013) and startup nations (Senor 
and Singer 2009). For evolutionary economists, policy to encourage innovative 
startups should indicate an adherence to a paradigm in which economic growth 
and revolutionary innovation are driven by startups disrupting existing tech
nologies and the positions of existing firms (Aghion et al. 2021; Akcigit and Van 
Reenen 2023). So, policy to boost startups should indicate that startup capitalism 
manifests as startups posing existential threats to incumbent firms’ competitive 
positioning.

-

-

-

In contrast to these expectations, state initiatives for startups do not necessar
ily constitute a break in governments’ close relationships with big business. In this 
book, we show how and why startup capitalism, which we define as an economic 
and political system in which startups contribute to employment, innovation, 
and growth, can take multiple forms. Startup capitalism can manifest according 
to contrasting logics—some that align with the notion that startups disrupt exist
ing industries and some that fit better with open innovation models in which 
established firms leverage startups to benefit their competitive positioning. We 
argue that policy makers simultaneously draw on opposing Schumpeterian log
ics; they see startups as both disruptors and resources for big businesses.

-

-

-

With this book, we advance debates in a few important ways. First, we con
tribute to political economy scholarship by showing that startup capitalism does 
not necessarily signify the death of the developmental state nor convergence on 
a neoliberal paradigm. Instead, startup capitalism can exemplify the persistence 
of CME complementarities and the developmental status apparatus. We show 
how startup policies often strive for both creative destruction and the augment
ing of incumbent firms’ innovation capacity. Second, we offer new evidence that 
may help explain why government policies targeting startups are not deliver
ing results. Economic research has found that since the start of the twenty-first 
century, productivity and business dynamism have been declining in major 
advanced economies, including in the United States (Decker et al. 2016a; Philip

-

-

-

-
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pon 2019). The reason being that government efforts that are ostensibly striv
ing to cultivate disruptive innovation are, in fact, oriented toward expanding the 
innovation capacity and competitive positioning of established firms. We con
tribute to evolutionary economics by extending Schumpeterian understandings 
of the patterns of innovation into the context of startup capitalism.

-

-

This book’s focus is on East Asia. Japan, Korea, Taiwan, and China offer arche
typal cases of state-led development and a mix of market economy types, which  
is helpful in challenging the notion that embracing startup capitalism is syn
onymous with a declining developmental state or convergence on an LME. In 
addition to the region’s analytical significance, there is its empirical importance. 
China is the second largest VC market in the world and is second to only the US 
in terms of its number of unicorns (Chen 2023);2 Japan ranks highest globally 
for the number of innovation outposts in Silicon Valley (JETRO 2019); Korean 
corporations (Kakao and Samsung) are among the world’s most active VC inves
tors (CB Insights 2019); and Taiwan—long construed as the small firm–centric 
developmental state—has a single firm (Taiwan Semiconductor Manufacturing 
Company, or TSMC) that leads the world’s semiconductor manufacturing (Ryan 
2022) and has been said to be the world’s best example of a state-engineered 
VC market (Gulinello 2005). In other words, East Asia is an ideal region for 
studying continuity and change in governmental efforts to boost startup-fuelled 
innovation.

-

-

-

We find that there are varieties of startup capitalism in East Asia. Japan and 
Korea’s startup capitalism is best seen as a continuation of their developmental 
state models, which are persistent in efforts to network startups with big busi
nesses. However, this is now done in the guise of an “open innovation” mode 
(Chesbrough 2003; Weiblen and Chesbrough 2015). In these cases, provision for 
startups can best be understood as a key tool in a broader arsenal of means for 
bolstering the technological innovation of established firms. While remaining 
mostly in line with its early depiction as a small firm–oriented developmental 
state dubbed the Silicon Valley of Asia, Taiwanese policy continues to be dedi
cated to widening pools of entrepreneurs in emerging technologies. As the China 
chapter reveals, the country’s engagement with startups is a complex one, with 
a mix of support for disruptive startups and efforts to challenge the dominant 
positions of select industry giants.

-

-

In all cases, startups are construed as resources for big businesses in areas 
considered critical, or emerging, technologies, such as artificial intelligence (AI), 
quantum computing, robotics, and semiconductors. This aligns with notions 
of a techno-nationalist state (Plantin and de Seta 2019), a techno-security state 
(Cheung 2022), and a national security state (Weiss 2014) and the role of cre
ative insecurity (Taylor 2016) in marshaling investment into startups as part of 

-
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military-industrial complexes around the world (see Nicholas 2019). Building 
a venture capital state has been motivated under the guise of boosting national 
security (Klingler-Vidra 2018). Startups—the recipients of venture capital fund
ing—are engines for critical technology prowess.

-

Startups are often engaged in a means of boosting large firms’ ability to compete 
with other national champions. Even markets considered quintessentially neolib
eral—like the United States—include entrenched companies as crucial innova
tion partners. For instance, the US National Science Foundation partnered with 
Amazon Web Services, IBM, and Microsoft in 2022 to boost quantum computing 
capabilities, a field in which the United States is locked in competition with China 
and other leading economic powers. The NSF also partnered with Microsoft to 
offer cloud computing credits to startups participating in its Big Data Regional 
Innovation Hubs in 2016. The incumbents benefit directly from this integration 
into public startup policies, as they lock in swaths of startups as users.

-
-

Big (tech) companies are key partners in startup policies in Europe, too. In 
2021, for instance, Nesta, an innovation agency headquartered in the United 
Kingdom, and the European Commission’s Startup Europe Partnership launched 
a new ranking for Europe’s 25 Corporate Startup Stars, which included BMW, 
Microsoft, and Telefonica, to further celebrate corporation-startup interactions 
(Dunsby 2021). German efforts to boost Dresden and the surrounding area as 
Silicon Saxony include the US$11 billion spent on attracting a TSMC chip plant, 
a key element in the European Union (EU) Chips Act, in order to link industry 
leaders such as TSMC to growing European producers (Blanchard and Escritt 
2023) while limiting unwanted foreign investments in the technology sector 
(Chazan 2019). Meanwhile, the Macron administration’s 2019 aim for France to 
produce 25 unicorns was reached in 2022, with tailwinds coming from clusters 
built around the French government’s handouts to Taiwanese firms such as Pro
Logium in Dunkirk (Economist 2023a). By partnering with startups, these com
panies are praised by policy makers for not perishing as Blockbuster and Kodak, 
two former multinationals whose respective business models and technologies 
became obsolete, did.

-
-

Is this approach best for the economy and society as a whole? Seminal aca
demic theory, in the form of Joseph Schumpeter’s work on patterns of innova
tion, suggests no. Over the course of the first decades of the twentieth century, 
he distinguished two industrial paradigms—one in which startups served as 
essential disruptors and one in which large companies fostered innovation and 
growth, owing to their ability to mobilize their significant resources. While both 
modes of innovation were separately valid, he posited that they did not occur 
simultaneously. He studied which mode could best drive innovation in a particu
lar industry at a given time.

-
-

-
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In this book, we hope to reinvigorate this exercise to ascertain how startup 
capitalism can effectively drive business dynamism and innovation. This is an 
important debate, as research has revealed a dearth of competition as big busi
nesses increasingly dominate many industries in the twenty-first century (Tep
per 2023). Studies show that there has been a decline in business dynamism and 
entrepreneurship in the United States since 2000 (Decker et al. 2016b). Thus, it 
has never been more important to understand how countries can best engage 
startups as engines of economic growth and national security.

-
-

Basis for the Puzzle
The existence of institutional similarities and differences across economies is 
now well established. Many scholars agree that the global economy is not con
verging on the so-called US style of neoliberalism and that different economic 
models coexist, even in the context of innovation-oriented activities (Boyer 
2005). Among the different strands of literature discussing these similarities and 
differences from a comparative perspective, the varieties of capitalism (VoC) 
approach, first established by Peter Hall and David Soskice (2001), has become 
dominant. Using an institutionalist approach, Hall and Soskice’s edited volume 
theorized a dichotomy between LMEs, such as the United States and the United 
Kingdom, and CMEs, typified by Germany and Japan.

-

VoC delineates why LMEs and CMEs differ in the way that firms behave. Both 
market economy types possess complementarities across the institutional arenas 
of labor organization, the nature of interfirm relationships, corporate governance, 
the availability of information, and models of financing. These institutional 
complementarities are internally coherent and self-reinforcing and, according 
to the authors, shape how their firms compete in global markets.3 In the case of 
LMEs, market mechanisms define the arm’s-length relationship between firms 
accompanied by equity finance and fluid labor markets. As for CMEs, nonmar
ket mechanisms in the form of strategic interactions among firms underpin this 
relationship, with reinforcing debt-based patient capital and rigid labor markets.

-

4 
LMEs, owing to their institutional logics, are expected to excel in radical innova
tion, while CMEs are expected to lead in incremental innovation. While the LME 
and CME varieties are “ideal” models that, in practice, operate differently from 
country to country, they have become popular anchors to describe and analyze 
how market economies operate.

-

Underpinning much of the research on the East Asian region is the devel
opmental state concept, which refers to late industrializing economies, with the 

-
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state at the center of capacity upgrading and economic growth.5 The develop
mental state can be summarized as a focus on long-term (decades-long) strategic 
goals driving socioeconomic development, the existence of a quasi-autonomous 
bureaucratic apparatus staffed by talented officials seeking to maximize benefits 
for society as a whole, and the use of institutionalized mechanisms for public- and 
private-sector cooperation (Amsden 1989; Wade 1990; Evans 1995). The devel
opmental state offered support to specific sectors or firms in a bid to advance 
technological capabilities, move up global value chains, and thus provide eco
nomic growth, steady employment, and national security (Woo-Cumings 1999). 
Largesse included the mobilization of citizens’ banking or postal savings accounts, 
which were used to bolster corporations’ productive capacity through access to 
credit (Calder 1990, 2017; Vogel 2018). In return, these large firms would cre
ate steady and relatively well-paid jobs to employ the country’s abundant labor 
force (Johnson 1982; Okimoto 1989). The developmental state, in these different 
constellations, encouraged domestic firms to manufacture and export goods that 
relied on Western technology, at least in the initial phases (Westney 1987), acting 
as a guardian for the economy and society (Tate 1995).

-

-

-

-

Synthesizing this depiction, we understand the four key defining characteris
tics of the developmental state as: (1) central or strong long-term state interven
tion in economic policy planning and implementation; (2) a perceived impor
tance of quality employment for socioeconomic purposes; (3) a preference for 
bank-based financing conducive to the existence of patient capital; and (4) rela
tively high levels of ownership concentration, whether family- or state-domi
nated. A crucial aim was to accumulate technical capacity, initially in catch-up 
technologies but ultimately at the world’s technological frontier, thus escaping 
the middle-income trap (Lee 2013). This depiction has been reiterated across the 
economics literature, which finds that countries initially achieve growth through 
technology transfer and adoption and later move toward innovating at the tech
nological frontier (Acemoglu et al. 2006; Peters and Zilibotti 2023). The literature 
thus draws our attention to systemic coordination and institutional complemen
tarity often centered on large firms as drivers of technical capacity advances and 
suppliers of well-paid, stable employment.6

-
-
-

-
-

-

-

Whether the developmental state is dead or alive has been much debated. 
Some argue that crises such as Japan’s Heisei Era bubble burst, the East Asian 
Financial Crisis (EAFC), political shifts such as democratization, and the states’ 
economic successes, have led to a death or decline of state-led orchestrating of 
techno-industrial output (Lim and Jang 2006; Pirie 2018). Others point at the 
structural changes in the global economy that have been underway since at least 
the 1980s as having diminished the role for the region’s developmental states in 
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fostering industrial capabilities (Wong 2004; Yeung 2016). Globalization and the 
neoliberal Washington Consensus have also been said to have eroded the role of 
the state in economic policy making (Wade 2018).

Others contend that the developmental state is very much alive—or evolved—
given relatively unchanged normative contexts and institutional structures. 
Scholars argue that the underlying mindset that drove the developmental state 
has persisted (Thurbon and Weiss 2006; Stubbs 2009; Thurbon 2016). They assert 
that policies continue to be implemented in the context of a deeper entrenching 
of state interventionism in the economy (Lee 2024). In fact, beyond the East 
Asian setting, there’s growing awareness of, and acceptance for, states’ pursuit of 
industrial policy aimed at boosting techno-industrial capabilities (Aiginger and 
Rodrik 2020; Juhász et al. 2023). In other words, state interventionism has not 
disappeared in East Asia; rather, like a chameleon, its characteristics and modali
ties have changed, and have grown in global popularity.

-

To explore the ways in which startup capitalism constitutes continuity and 
change, we draw on Schumpeterian understandings of industrial dynamics that 
foment technological innovation. Neo-Schumpeterian economics posits that 
innovation is the main driving force behind economic growth (Hausman and 
Johnston 2014; Perez 2002, 2016). In the wider literature on evolutionary eco
nomics, scholars examine the relationship between firm size, market dynamics, 
and systemic technological change (see Nelson and Winter 1982). This tradition 
has conceptualized two distinct modes of how firms, and the characteristics of 
accompanying industrial systems, shape innovation activities. These two modes 
are referred to as Mark I and Mark II.

-

In what is referred to as Mark I, the emphasis is on Schumpeter’s (1934) 
espousing of the benefits of new entrants—startups, in today’s parlance—in 
instigating processes of creative destruction. Creative destruction is under
stood as the dynamic in which startups revolutionize “the economic structure 
from within, incessantly destroying the old one, incessantly creating a new one” 
(1942 [2010], 73). Startups “continually arrive to compete with existing firms,”  
and their new technologies “render existing technologies obsolete” (Aghion et al.  
2021, 1; Akcigit and Van Reenen 2023, 1). In this mode, creative destruction 
poses a threat to established companies to revolutionize a way for new firms and 
technologies to boost productivity and, as a result, drive economic growth. The 
Mark I policy implication is that public policy needs to remove constraints to 
innovation for high-potential entrepreneurs, including access to market entry 
and growth inhibitors imposed by large firms and their nonproductive strategies 
(Hanusch and Pyka 2007; Baslandze 2023). Said differently, Mark I startup poli
cies should encourage the widening of entrepreneurial pools so that would-be 
disruptors are able to form and grow.

-

-
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In contrast, Mark II, emanating from Schumpeter’s Capitalism, Socialism and 
Democracy (1942), emphasizes the productive role of large firms as innovators 
in the first decades of the twentieth century. Oligopolistic competition dynam
ics endow big businesses with the financial means to invest in new products and 
technologies. To compete with the other dominant firms, these lead firms invest 
in research and development (R&D) at scale. In this context, industry giants 
are the engines of transformative innovation. The public policy imperative is 
to enable established firms’ access to resources. This aligns, in some ways, with 
the developmental state paradigm in which industrial policies ensured access to 
credit, organized consortia, and more.

-

By considering startup capitalism in both Mark I and II terms, this book 
represents a departure from seminal work on the developmental state. Rather 
than seeing startup policy align with either Mark I or II ideals, we find hybridity. 
Startup capitalism can strive for widening pools of entrepreneurs and startups 
can be perceived as a means of enabling innovation capacity among oligopo
listic firms (see Sandulli et al. 2012; Dahlander et al. 2021). In this way, policies 
encourage oligopolistic firms to leverage startups as open innovation system 
resources (Pacheco Pardo and Klingler-Vidra 2024). This differs from the Mark 
II ideal type in which large firms did innovation in-house.

-

Our findings also challenge expectations that the rise of startup capitalism is 
evidence of the region subscribing to a universal convergence on a LME logic. 
Rather than seeing startup capitalism strive for Mark I’s creative destruction 
dynamics, we find that startup policies that do align more with Mark I tend to 
emphasize emerging industries and technologies, but not disruption. They are 
fostered as argonauts advancing a new frontier rather than being seen as a chal
lenge to existing businesses.

-

Startup capitalism either avoids confrontation with big businesses or pursues 
collaboration with incumbents whose innovation capacity will benefit from inter
actions with startups. To analyze these variations systematically, we map startup 
capitalism in terms of the institutional logics of VoC (employment, finance, inno
vation) and the developmental state (firm relations and social purpose). In doing 
so, we strive to understand startup capitalism in wider political economy terms 
and to investigate which means of engaging startups is optimal for society, given 
industry patterns and life cycles in the twenty-first century.

-

-

Argument: The Rise of Startup Capitalism
We argue that startup capitalism strives to both harness the disruptive power of 
startups for creating new markets and benefit big businesses. Policy makers even 
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sometimes publicly speak about their intention to concurrently create cohorts of 
unicorns while simultaneously injecting innovative ideas and talent into incum
bents. This thinking constitutes a best-of-both-worlds logic.

-

If startup capitalism aligned with Schumpeter’s Mark I creative destruction 
paradigm, established firms would go into bankruptcy, get acquired, or shift to 
other industries. In the Mark I understanding, it is the fear of new entrants pos
ing an existential threat, not only their actual activities, that is essential to boost
ing big companies’ innovative prowess. But the startup policies closest to the 
Mark I ideal aim to enable startups competing in emerging technologies, not to 
incentivize startups that are challenging incumbents.

-
-

This existential threat is certainly absent in the Korean Center for Creative 
Economy and Innovation (CCEI) example we shared at the beginning of this book. 
Each CCEI has a chaebol designated as the core corporate partner (Klingler-Vidra 
and Pacheco Pardo 2020). These centers provide entrepreneurs with consulting 
services, marketing assistance, prototyping help, and access to investors. In return 
for their contribution, the chaebol gain access to the startups’ ideas, talent, and 
technologies. Rather than threatening the destruction of the big businesses, the 
CCEIs fuse startups together with the chaebol to deliver mutual benefits. This 
offers innovative DNA to large firms.

Korea’s CCEI and chaebol are not alone in this. Corporate accelerators around 
the world speak of their efforts to foster “disruptive startups,” as Intel gushed in 
the September 2023 announcement of their London-based Ignite program (Intel 
2023). The startups in the accelerator programs are perceived as customers, oper
ating based on the firm’s services and technologies, be it Intel’s chips or Amazon’s 
cloud computing. Startups are complementary to big business, not disruptors. 
This does not align with Schumpeter’s Mark I paradigm in which startups are 
propelling creative destruction.

-

Likewise, our observation of startup capitalism closer to the Mark II ideal 
type does not align with Schumpeter’s conventional understanding of oligopo
listic firms as standalone innovation leaders. Instead, we contend that today’s 
startup capitalism activities closest to Mark II are consistent with open innova
tion practices, as epitomized by the CCEI example. Startup policy, in this twenty-
first-century variety of Mark II, conceives of startups as external resources for 
established companies to leverage in a bid to advance their competitive position
ing. Incumbent firms benefit from open innovation through the injection of new 
ideas and access to talent and by acquiring new sales distribution channels and 
direct customers (Klingler-Vidra and Pacheco Pardo 2022). Corporations engage 
with startups for the purpose of boosting their own innovation (Weiblen and 
Chesbrough 2015). Patents and temporary secrecy do not serve as “protecting 
devices” (Schumpeter 1942, 77); in fact, open innovation systems may endow sig

-

-

-

-
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nificant information and talent advantages to entrenched businesses and thus act 
as a barrier to startups’ ability to achieve scale. Thus, we see a variation of Mark II 
in which oligopolistic firms engage startups to benefit their innovation prowess 
instead of relying on internal R&D and consortium links with other lead firms.

There are good reasons why startup capitalism often takes this open innova
tion variety. Direct state largesse for incumbents has become increasingly unsal
able to a public that scrutinizes government spending ever more closely and wor
ries about dominant firms’ shaping of their daily lives. Examples of the prevalence 
of public sentiment against big (tech) business include a June 2023 New York 
Times essay whose title begins “Big Tech Is Bad” (Acemoglu and Johnson 2023). 
Jonathan Tepper (2023) asserts that the Myth of Capitalism in the United States is 
propagated by the oligopolistic firms that benefit from their dominant positions 
in their respective markets. This sentiment aligns with research that recognizes 
that “vested incumbents are incentivized to do what they can to slow down the 
process of creative destruction” (Baslandze 2023, 559). The Economist (2023b) 
covered the June 2023 World Bank arbitration ruling that describes the Korean 
state’s meddling in a Samsung merger as “cozy relations between government and 
business” and the chaebol as “too close for comfort.” There are challenges to this 
prevailing negative framing of big business, however. Notably, Robert Atkinson 
and Michael Lind’s (2018) best-selling book, Big Is Beautiful, pleads for a reas
sessment of the (positive) role of large firms as employers and innovators.

-
-
-

-

Policy Implications
Should the aim of public policy vis-à-vis startups today be one of instigating 
unfettered capitalism, with the expectations that creative destruction will prop
agate society’s technological advances? Or should big businesses build protec
tive moats—including the accelerators and corporate venture capital funds that 
underpin their open innovation—to boost society’s innovation prowess and 
corresponding improvements in quality of life? Can startup policies that enable 
the continuance of incumbent dominance help explain declining business dyna
mism trends?

-
-

-

In contrast to Philippe Aghion and Peter Howitt’s (1992) modeling of creative 
destruction in endogenous growth theory, we contend that startup capitalism 
operates according to variations on conventional understandings of both modes. 
On the one hand, policies closer to Mark I aim to foster new cohorts of unicorns 
in emerging industries. On the other hand, startup policies engage big businesses 
in part to enshrine their innovation capacity. What is more, some startup poli
cies strive to do both simultaneously—create unicorns and boost the competitive 

-
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position of established companies. This conflates—and, we argue, undermines—
the distinct logics of Mark I and II patterns of innovation. According to Schum
peter, both are superior at a given place or point in time. For instance, Franco 
Malerba and Luigi Orsenigo (1996) argued that alignment with Mark I or II is 
technology specific.

-

In the context of startups as an engine for incumbent-centered open innova
tion, there are several questions. For one, the ontology of open innovation is 
one of firm-level or microeconomic performance. Open innovation, according 
to Henry Chesbrough (2003), offers an updated counter to the five forces that 
Michael Porter and other management scholars depicted as essential to firms’ 
competitive strategy. Startup policy that strives to benefit big businesses should 
be clear that its premise is that open innovation is optimal for the economy, not 
only for the big corporations.

-

There are several reasons why the open innovation variety of Mark II could be 
perceived as superior. System benefits from corporate venture capital, for exam
ple, show that value is created for the corporation as well as the new venture firms 
(Bugl et al. 2022). Research shows that as investors in startups, incumbent firms 
offer access to their networks, market knowledge, and sales and distribution 
channels (Alvarez-Garrido and Dushnitsky 2016), which can help startups grow. 
In addition, startup policy acknowledges that large firms can offer an impor
tant means of exit by trade sale or acquisition for many startups. These win-win 
scenarios likely motivate the pursuit of startup policy enabling open innovation 
systems.

-

-

Yet, it is essential to also distill the potential risks involved in bringing big busi
nesses into startup policy. For one, the ultimate winner of such startup backing 
may be the corporations rather than the wider economy or society. Incumbents 
engage in open innovation systems for both inbound and outbound purposes, 
with startups serving in a range of capacities, from external R&D provision to 
sales opportunities (Dahlander and Gann 2010). In addition, the response to 
open innovation startup policies may be tepid, as startups may limit how much 
they engage with large firms due to concerns that their efforts and ideas will be 
appropriated. Incumbents may “try to win the market with productive strategies” 
(such as accelerators) in which they integrate startup ideas and technologies or 
“rely on nonproductive strategies” that enable them to maintain their market 
position through patent portfolios and anticompetitive acquisitions (Baslan
dze 2023, 558). Corporations may also leverage their political connections and 
power, employing “different forms of lobbying” and thus integrating themselves 
as essential partners and benefactors of startup-led innovation (Bombardini  
et al. 2023, 538).

-

-
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Many also worry that high-growth startups and burgeoning unicorns fall vic
tim to the national champions that can either copy their technologies and mass 
produce them more cheaply or use their market dominance to prevent the dis
tribution of new products by smaller firms. In the United States, big companies, 
including big tech firms, have been accused of exploiting startups’ ideas, forc
ing early acquisitions, and applying predatory pressures that constitute kill zones 
(Economist 2018a). This concern has been realized in East Asia. In Korea, for 
example, some analysts believe that, “immensely wealthy and historically backed 
by government support, the chaebol have a tradition of establishing their own 
affiliates to compete and undercut startups instead of acquiring the new technol
ogy through M&A [mergers and acquisitions]” (Harris 2019). As an example of 
the alleged downside to open innovation, there are “delivery wars” in Korea, as 
the chaebol are looking to “snatch market share from the delivery startups that 
cultivated the industry” (J. Kim 2020). Some analysts worry that they wield so 
much power that they can acquire teams—or whole businesses—on the cheap, 
allowing them to hoover up talent, ideas, and products without having to hire 
or build such capacity in-house. While this characterization of chaebol-startup 
relations is contested, policy makers’ intention is certainly not to exacerbate this 
predatory potential.

-

-

-

-

It is not only startups that risk negative outcomes from open innovation activi
ties. Research has shown that incumbents may fail to capture value from engage
ment—across accelerators, investments, and more—due to ineffective integration, 
IP management, and knowledge spillovers (Dabic et al. 2023). There is also the 
risk of open innovation engagement serving what Steve Blank (2019) calls “inno
vation theater” rather than big businesses conducting substantive innovation.

-
-

-

From a societal perspective, there are concerns about the equity of gains 
and societal welfare resulting from variations of startup capitalism. Startups are 
high-risk, high-failure businesses that are—if dynamism and disruption forces 
exist—unlikely to be in existence long enough to provide long-term employment 
and social benefits (Klingler-Vidra and Pacheco Pardo 2019). The firms targeted 
by startup policy are epitomized by VC-backed companies. These companies 
raise early-stage equity investments due to their potential to achieve remarkable 
scale, but they often face binary fail-or-succeed outcomes. A sobering statistic 
comes from a study of two thousand VC-backed companies in the United States 
between 2004 and 2010 that had each received at least US$1 million in funding; 
Shikhar Ghosh from Harvard Business School found that 75 percent failed com
pletely, never returning cash to their investors (Gage 2012). Similarly, Bob Zider 
(1998) found a high potential for failure, with only one out of ten companies in 
a VC portfolio likely to succeed and half failing. These failure rates hardly instill 

-
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confidence that high-growth entrepreneurship can provide steady jobs, let alone 
employment for life, as the chaebol and keiretsu offered in the post–Korean War 
and post–World War II eras, respectively. In addition, job creation through tech
intensive startups that pursue scale by automating human tasks—thus allegedly 
reducing the need for human labor—has a fundamental tension with the provi
sion of employment opportunities.

-

-

As Schumpeter (1942, 119) acknowledged in his exploration of innovation 
paradigms, access to high-performing entrepreneurship is not available equally 
to all members of society. Certain demographics, based on disability, ethnicity, 
gender, and socioeconomic attributes, may struggle to participate (Zehavi and 
Breznitz 2017; Klingler-Vidra and Liu 2020). What is more, technology-fueled 
automation can cause certain groups to suffer more acutely from job losses. 
Automation also has the potential to deliver greater returns to the capital owners 
than labor, benefiting from lower labor costs and higher productivity on account 
of scalable technologies and as a result accentuating inequality (Klingler-Vidra 
et al. 2022). The gains reaped from high-growth startups are amassed by entre
preneurial founders who may or may not make investments that benefit local 
communities or their wider society. And on top of that, companies can domicile 
in tax-efficient locales and operate online, enabling them to pay little tax and hire 
few (local) employees.

-

In this way, startup capitalism’s focus on job creation is wrought with chal
lenges and contradictions. Policy that encourages startups as job creators will 
necessarily transfer more risk onto citizens than policy that favors large firms 
providing permanent employment. The financial reward of startup employment 
may be greater for the individual than a steady salary, but the risk of losing one’s 
job as well as social benefits is also substantial (Acs et al. 2016).

-

There is also the question of which of society’s challenges are being targeted 
by startups. In Big Is Beautiful, Atkinson and Lind (2018) make the Mark II argu
ment that large, well-resourced companies are more likely to take on big soci
etal challenges and thus invest substantial resources that could drive widespread 
impact. According to this rationale, oligopolies, with their significant balance 
sheets and workforces, can best take on and advance on technologies that could 
address society’s more pressing problems. As a contemporary example, in a May 
2016 TED talk, Astro Teller, the head of Google X—which Alphabet (Google’s 
parent company) describes as a moonshot factory—outlines the team’s approach 
to solving complex challenges that affect all countries, such as the need for sus
tainable food and transportation.7 The X team was working on vertical farming as 
a way of producing (more) food without needing more agricultural land and on 
a lighter-than-air, variable-buoyancy ship. X, as Teller explained, invested many 
man-hours and tens of millions of dollars to develop and test prototypes before 

-
-

-
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deciding how, or whether, to continue. The X example underscores Schumpeter’s 
contention that it is large firms (in his day, US Steel, for instance) that can take 
on these major challenges.

In the East Asian developmental state context, national champion firms often 
worked in tune with societal needs and at the behest of government bureaucrats. 
State-society priorities, in the (Japanese and Korean) developmental state’s hey
day, were channeled into consortia initiatives, with the state setting the agenda 
and funding the technologies that were to be developed. In a decentralized sys
tem, in which each entrepreneur works on different opportunities, the ability of 
startups to serve the social purpose of wider society may be muted. With that 
said, the state’s use of tax incentives and direct funding for startups can instigate 
activity in line with state priorities. China’s startup competitions, for instance, 
offer a good example, identifying certain societal issues and emerging technolo
gies that contending entrants should focus on (China Innovation and Entrepre
neurship Competition 2020).

-

-

-
-

Collectively, startup capitalism entails trade-offs and challenges. Each variety 
aligns better with different aims and at distinct points in technological cycles. 
Policy makers are now pursuing a hybrid approach in which they strive for 
both unicorn births and big business successes. This combination may be opti
mal in the twenty-first century. If Schumpeterian logic does hold, though, then 
this hybrid approach would not deliver optimal results, as it does not wield the 
power of either paradigm. Future innovation performance of the region will 
reveal whether hybridity is producing results or is inadvertently undermining 
the power that either mode could achieve.

-

Research Design
In our analytical framework, we conceive of startup capitalism in terms of degrees 
of continuity and change from antecedent settings. We draw on theories of grad
ual institutional change (see Mahoney and Thelen 2010; Acemoglu et al. 2021). 
Our framework delineates five institutional components that constitute our 
synthesis of the developmental state and varieties of capitalism frameworks. To 
analytically account for the continuity and change underpinning the countries’ 
evolving approaches, we explore: (1) the size of firms expected to drive this (capa
bility at the technological frontier); (2) the employment market’s character, as a 
continuum of permanent employment to more fluid; (3) sources of finance, span
ning (main) banks distributing lines of credit to capital markets that issue equity; 
(4) the nature of the innovation sought, from catch-up toward the technological 
frontier; and (5) the primary social purpose underpinning policy efforts.

-

-

-
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The book draws on a novel assessment of startup policies and the media cov
erage of those policies across four East Asian countries: Japan, Korea, Taiwan, 
and China. Policy information was collected in English as well as in Mandarin, 
Japanese, and Korean; when we translated materials into English, we strove for 
consistency with the language used by the government (in that era). In total, we 
analyzed startup policies employed from the beginning of each country’s devel
opmental state era (1948 for Japan, 1961 for Korea, 1949 for Taiwan, and 1979 
for China) through 2023.

-

-

We study startup policy within the wider rubric of science, technology, and 
innovation (STI) policies. Broadly speaking, innovation policies are those that 
strive to advance “new combinations,” as Schumpeter (1934) would say. There 
are numerous classifications of STI policies according to the intention and the 
instruments used (e.g., see Nee and Opper 2012; Edler and Fagerberg 2017; Schot 
and Steinmueller 2018). State-of-the-art classifications of innovation policy 
employ a tripartite classification according to the policies’ intentionality as either 
“mission-oriented” or transformative; “invention-oriented”; or national innova
tion system (NIS)–oriented (Edler and Fagerberg 2017; Schot and Steinmuel
ler 2018).8

-
-

As a specific variety of NIS policy, the aims of startup policy are often defined 
as striving to advance the quantity and quality of high-technology oriented entre
preneurial ecosystem actors, such as VCs and accelerators, as well as the informal 
or intangible factors, such as a risk-taking and creative culture (Engel 2014; Autio 
et al. 2016; Klingler-Vidra and Wade 2020). The focus on startups as a target of 
NIS policy stems from the truism that new firms expand “the technology fron
tier,” a crucial aim of innovation policy (IMF 2016, 39).

-

-

Existing research on startup policy has conceptualized the policy aims and 
forms in several ways. The first is in terms of different life-cycle stages (e.g., ante
cedent, founding, behavior, and outputs) and the interventions needed at those 
different points (Audretsch et al. 2020). A second way of categorizing startup 
policies is by delineating the types of entrepreneurship targeted, delineating 
efforts focused on innovative new entrants from the broader category of entre
preneurship policy enabling new, small firms (Acs et al. 2016). A third way is 
based on the nature of the policy instruments used—such as funding, tax incen
tives, or regulatory changes—as a means of boosting startup activity (Pacheco 
Pardo and Klingler-Vidra 2019). In addition, scholars have aligned startup pro
motion expectations with levels of economic development, contending that cre
ative destruction is more likely to be present and more impactful as economies 
develop. The argument is that in developing contexts, innovation initially takes 
the form of adopting technologies from abroad (Acemoglu et al. 2006; Peters and 
Zilibotti 2023).

-

-

-

-
-
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In this book, we coded startup policies according to the instruments used 
rather than other taxonomies.9 We did this to be comprehensive in our under
standing of a startup, distinguishing it from the broader category of small- and 
medium-size enterprises (SME) but not focusing on any one point in a startup’s 
life cycle or on specific innovation or employment strategies. The eight startup
centric policy types are as follows: (1) Funding; (2) Taxation; (3) Regulation; (4) 
Clusters, Networks, Institutes; (5) Attracting Talent and Investment; (6) Stock 
Market Access; (7) Technology Infrastructure and Government Procurement; 
and (8) Education and Training. Table 1.1 summarizes each policy type.

-

-

To identify the startup policies enacted in each country, we used two means. 
First, we searched for startup policies on governmental websites and search 

TABLE 1.1. Startup policy types

SPECIFIC POLICY TOOLS

1. Funding • Startup investment
• Grant funding
• Guarantees
• VC funds
• Fund of VC funds

2. Taxation •  Incentives for investors, particularly VCs and business 
angels

• R&D tax incentives
•  Preferential tax rates by firm age, size, and founder 

attributes

3. Regulation • Bankruptcy laws
• Intellectual property rights
• Investor structures
• Pension fund portability
• Regulatory sandbox

4. Clusters, networks, 
institutes

• Accelerators and incubators
• Co-working spaces
• Innovation centers
• Science and hi-tech parks

5.  Attracting talent and 
investment

•  Programs to entice (foreign) entrepreneurs to startup locally
•  Provisions to calibrate for, or incentivize participation by, 

foreign investors

6. Stock market access • Establishing stock markets serving startups
•  Startup-friendly rules for stock market listing and facilitating 

foreign exchange dual listing

7.  Technology infrastructure 
and government 
procurement

•  Incentives to award government contracts to startups
• Infrastructure projects (e.g., 5G)
• Open data provision

8. Education and training •  Entrepreneurship skills training (e.g., business plan and 
pitching)

• STEM education

Note: Details on each policy type are sketched in terms of their alignment with conventional understandings 
of Mark I and II modes in chapter 1. Further explanations of policy instruments can be found in Klingler-Vidra 
2014, Pacheco Pardo and Klingler-Vidra 2019.
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engines. We canvassed government sources, international policy databases, and 
web sources to identify policies implemented across the period in each coun
try. We began with government sources such as Japan’s Ministry of Economy, 
Trade and Industry (METI) website and then covered international policy data
bases, namely the Global Entrepreneurship Network Atlas as well as the Startup 
Genome’s Global Startup Ecosystems Reports. Our next step was to cover wider 
web sources, which we did by conducting a Google search consisting of the 
country name (e.g., Japan) and startup policy language (see Klingler-Vidra and 
Chalmers 2023). Second, we canvassed the body of developmental state, compar
ative capitalism, and Asian business systems scholarship to ensure we captured 
the most comprehensive picture of startup policies across the eight instrument 
types. This second step helped us check for discrepancies and missing policies.

-

-

-

Once we collated the startup policies for each country, we analyzed them in 
terms of the size of firms targeted as the participants and intended beneficiaries, 
the equity/debt nature of finance, lifetime or fluid employment strategies, the 
type of innovation targeted (radical or incremental), and the underpinning social 
purpose. To assess the social purpose, we examined the objectives as laid out in 
the policy documents themselves. We then conducted a Google search of each 
policy to find media communications around its launch. We coded media state
ments made by senior policy makers and politicians with respect to why they 
were pursuing the policy and what aims they hoped to achieve with the initiative. 
Finally, we complemented the policy analyses with semistructured interviews 
with national, provincial, and local policy makers as well as innovation system 
actors, including startup founders and venture capitalists, conducted between 
2016 and 2023.

-

Collectively, we present a political economy account of startup capitalism 
across three archetypal developmental states—Japan, Korea, and Taiwan—and 
the juggernaut of China, which combines state-owned enterprises, established 
private firms, and entrepreneurs quickly advancing to the world’s technologi
cal frontier. Invariably, despite the extensive research published on East Asian 
industrial policies, to date, there has been insufficient investigation of each state’s 
startup promotion efforts. We hope to address this gap in a way that establishes 
startup policy as an industrial policy arena within comparative capitalism, devel
opmental state, and neo-Schumpeterian literature.

-

-

Plan for the Book
The book is organized as follows. Chapter 1 advances the analytical framework. It 
conceptualizes the institutional arenas that are fundamental to studying startup 



INTRODUCTION          19

capitalism. The five components are: (1) the size of firms (large or small) targeted 
to drive innovation prowess; (2) the fluidity of labor markets; (3) financing for 
innovation, as credit- or equity-based; (4) the type of innovation as either catch
up or striving to compete at the technological frontier; and (5) the social purpose. 
We examine how these five institutional arenas have changed in step with startup 
policies in terms of a continuum framed by Mark I and Mark II ideal types. 
Chapters 2 through 5 offer analytical narratives for each country by providing a 
brief distilling of the antecedent period through to a more extended analysis of 
the contemporary period. Each chapter closes with a discussion of the extent to 
which continuity or change is observed and delineates the case’s variety of startup 
capitalism in terms of the Mark I and II modes.

-

We begin the case analyses by focusing on Japan in chapter 2, the quintes
sential developmental state that serves as a least likely case for policy makers 
pursuing Silicon Valley style, given the widespread depiction of the state as coor
dinating large-firm consortia and working with main banks to offer the keiretsu 
steady credit lines (Jackson 2003; Pempel 1998). We find that the Japanese devel
opmental state apparatus has, since the onset of the Heisei recession that began in 
1990, supported startups as a means of fueling open innovation systems. This has 
been in line with an open innovation variety of a Mark II pattern, as the keiretsu 
and main banks are key partners, investors, and beneficiaries of Japan’s startup 
capitalism. In fact, even high-profile startup programs, such as the J-Startup  
Initiative and Startup Ecosystem Consortium, involve the keiretsu and main 
banks in selecting startups for participation. Then–Prime Minister Fumio Kishi
da’s 2022 “Startup Development Five-Year Plan” explains that “large, existing 
companies . . . can stay in business if they engage in open innovation” (Cabinet 
Secretariat 2022, 1). The open innovation aim is evident in the Japanese govern
ment’s articulation of social purposes of encouraging startups, which we see as 
threefold: first, to provide high-quality jobs and thus increase creative talent for 
the keiretsu; second, to boost technological capacity of the established firms; and 
third, to collectively drive technological prowess and economic growth.

-

-

-

-

-

Chapter 3, Korea, also offers a state-led case in which development was fos
tered in partnership with national champions: the chaebol. Our research reveals 
how high-profile, startup-centric initiatives have been pursued, such as President 
Park Geun-hye’s creation of the Creative Economy Action Plan and former Presi
dent Moon Jae-in’s establishment of the Ministry of SMEs and Startups (MSS) in 
July 2017. Both efforts have seen funding, tax incentives, and a variety of govern
ment-led programs aimed at startups as well as startup-chaebol partnerships. We 
reveal how startups are often perceived as advancing large firms’ technological 
capabilities, consistent with a Mark II open innovation variety of startup capital
ism. While startups are publicized as key targets of innovation policy in Korea, 

-

-

-

-
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the chaebol are often essential partners and beneficiaries. Startup policies strive 
to provide innovative ideas and talent to the chaebol while also aiming to diver
sify the economy away from the giant firms and encourage an entrepreneurial 
mindset.

-

Chapter 4 examines the Taiwan case, which begins from a different origin in 
many ways. In political economy research, Taiwan stands out for its early orienta
tion toward high-growth small firms. From the 1970s onward, the Taiwanese state 
increased its high-growth startup initiatives such as Hsinchu Park. Our research 
reveals that Taiwan has broadly remained consistent with a Mark I approach in 
the sense that it is focused on widening pools of entrepreneurship in emerging 
technologies. Startup policies do not conceive of the fledgling firms as resources 
for large firms. Dominant companies, like TSMC, have pursued their own open 
innovation strategies, though not in collaboration with the government, let alone 
as part of the startup policy mix. However, Taiwan’s brand of startup capitalism 
does not align with a conventional understanding of Mark I, as startups are not 
creative destruction engines; instead of disruption, they are only construed as 
advancing emerging technologies.

-

Chapter 5 focuses on China as the last case study, given the later timing of its 
developmental advance and reflecting its position as distinct from the “classic” 
developmental states. The chapter establishes how China, from 1979 to 2000, 
exhibited antecedents of its assistance for startups as an alternative growth and 
employment mechanism. China’s political economy has often been depicted as 
antithetical to the neoliberal United States, with the state marshaling resources 
into national champions operating in select sectors and critical technologies. 
However, we find that China’s brand of startup capitalism began with and con
tinues to be characterized as having noticeable contradictions consistent with 
versions of both Mark I and II patterns of innovation. In some ways, only Taiwan 
exhibits more characteristics that align most closely with Mark I in the sense that 
startups are not construed as resources for big businesses. Also, unlike policy 
makers in the other cases, those in China have demonstrated some willingness to 
threaten the oligopolistic positioning of giants such as Alibaba (Deng 2022).10 In 
addition, the Ministry of Industry and Information Technology (MIIT), National 
Development and Reform Commission (NDRC), and other Chinese policy mak
ers have mostly steered clear of closely involving incumbents, which is a signature  
of the open innovation–style Mark II tactics taken in Japan and Korea. Overall, the 
Chinese case experienced moves toward Mark I but remains a unique mix of  
the two modes.

-

-

The conclusion chapter first compares the four countries. Across the cases, there 
are movements toward the Mark I end of the spectrum but also degrees of path 
dependence. The earliest two startup capitalism cases—Japan and Korea—have 



INTRODUCTION          21

mostly continued their Mark II developmental state approach that centers on big 
business largesse as a means of driving economic competitiveness and employ
ment. The third case, Taiwan, in contrast, has mostly retained its version of a 
Mark I model in which policies aim to encourage a wide pool of startups in 
emerging technologies. Finally, we distill how China’s evolution is again different 
from the others, as it combines elements of both modes. In China, startups are 
positioned as a means of competing at the frontier in critical technologies and as 
a provider of (mass) employment. While there is evidence of policy to support 
incumbents in critical technology areas, such as around the Semiconductor Man
ufacturing International Corporation (SMIC), its national champion technology 
firm, in other sectors, the Chinese case also resembles a pared-back version of a 
Mark I understanding of startup backing—widening entrepreneurial pools but 
not necessarily disrupting markets.

-

-

The conclusion then brings these insights back to the developmental state dead-
or-alive debate. Developmental states were defined according to their dedication 
to upgrading industrial capacity, fostering firm relations, and providing necessary 
access to finance. In this respect, we argue that developmental states persist, as 
startup capitalism can take the form of an open innovation paradigm, with start
ups enabling big businesses’ innovation capabilities. Developmental states, even 
when using the language of Silicon Valley ambitions, can still be essential enablers 
for established firms, which continue to serve a crucial socioeconomic role. Thus, 
startup capitalism does not constitute the death of the developmental state but an 
open innovation version of Mark II.

-

We show that startup capitalism has varieties and, as such, can approximate 
both opposing ideal types of VoC: LME and CME. The LME version is more con
sistent with creative destructive logic, in which new entrants are viewed as cru
cial growth engines. However, we argue that comparative capitalism and entre
preneurial state research often assume that this Mark I variant is the rationale 
and aim, and so evidence of it has shown an inevitable convergence on a Silicon 
Valley–styled LME. We contend that startup capitalism can also comprise open 
innovation approaches in which public policy strives to benefit both incumbents 
and startups by fostering their interactions, which necessarily subverts creative 
destruction. This Mark II variant aligns with CME logics in terms of close large
firm relations and relatively permanent or inflexible labor markets. Thus, the 
persistence of a CME-styled variety of startup capitalism suggests that rather than 
convergence on the Anglo-American LME occurring, different models persist.

-
-
-

-

Finally, we close the book by returning to our opening question: Are startup 
policies clearly designed to foster either creative destruction or oligopolistic lead
ership of innovation? We argue that startup capitalism does not align with either 
ideal type and that the pursuit of hybrid logics could help explain declining busi

-

-
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ness dynamism in the twenty-first century. We reveal the implications of govern
ments engaging startups as resources, not (only) disruptors. We underscore why 
policies often posit startups are enabling the growth and survival of East Asia’s 
large firms that must compete with American and European rivals. Finally, we 
weigh in on how the open innovation version of startup capitalism challenges the 
Silicon Valley approach and may be allowing East Asia to be at the forefront of 
the global technology competition.

-
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ANALYTICAL FRAMEWORK

Our analytical framework enables the study of institutions and their change over 
time. Our point of departure from existing political economy approaches is our 
conceptualization of market institutions in the context of Schumpeterian pat
terns of innovation. Institutions are the “rules of the game” and “constraints on 
human behavior” (North 1990; Rodrik et al. 2002; Acemoglu et al. 2021, 365).

-

We distill two bodies of scholarship to identify the institutions central to our 
analytical framework. The first of these is comparative capitalism—specifically, 
VoC—which focuses on institutional complementarities across finance, labor, 
firm relations, and modes of innovation (Hall and Soskice 2001). The two main 
varieties are the LME and CME that comprise distinct combinations of insti
tutions. The LME variety has equity-based finance, fluid, generalist labor mar
kets, and arm’s-length firm relations and, as a result, excels in radical innovation. 
The CME, in contrast, draws on debt-based financing, specialized employment, 
and close firm relations and, owing to these complementary elements, shines in 
incremental innovation. In addition to the LME and CME types, scholars debate 
the extent to which there are regional variations.1 Second, we draw on the devel
opmental state literature that depicts a strong state centered on the bolstering of 
catch-up technological capabilities, access to long-term debt finance, and perma
nent employment (Woo-Cumings 1999; Kohli 2004).2 The formula is centered 
on state-labor-society coalescing around an export-led model in which growing 
firms are the engines and, in exchange for state assistance, welfare providers.

-
-

-

-

Based on the institutions delineated in VoC and developmental state research, 
our analytical approach focuses on five institutional components: (1) the size of 
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firms expected to drive this innovation capability at the technological frontier; 
(2) labor markets in terms of their fluidity or permanent employment character
istics; (3) sources of finance for innovation, spanning (main) banks distributing 
lines of credit to capital markets that issue equity; (4) the type of innovation 
sought, from incremental, catch-up technologies toward radical innovation at 
the technological frontier; and (5) the domestic and external social purposes 
underpinning efforts.

-

We extend historical institutionalist tools, developed by James Mahoney and 
Kathleen Thelen (2010) and Daron Acemoglu and James Robinson (2006), to 
assess how much change has occurred. Change is conceptualized as a continuum, 
ranging from no change, to “strategic stability,” to change that is path dependent 
(Acemoglu et al. 2021). Ideational and organizational institutions are expected to 
be relatively “sticky,” while change at the level of the instrument is common (see 
Hall 1993 and Lenschow et al. 2005 for more). Like Elizabeth Thurbon (2016), 
we allow for contingency at the policy and institutional levels, expecting spe
cific instruments and institutional configurations to naturally change over time. 
We also draw on the developmental state’s approach to studying institutional 
change.3 While some speak of change in extreme terms—either dead or alive 
(Wade 2018)—many scholars conceptualize degrees of change. This includes the 
developmental state as adaptive (Wong 2004), declining (Pirie 2008), degraded 
(Hundt 2014), disembedded (Carroll and Jarvis 2017), evolving (Koh 1997; Dent 
2003; Stubbs 2012), in its last stage (Kalinowski 2008), and transformed (Lim 
2010). Researchers have also conceptualized change as “institutional layering” to 
depict ways in which new activities are grafted onto long-established institutions 
(Debanes 2017).

-

To evaluate the degree of continuity or change in each country, we concep
tualize the transitions between two ideal types of startup capitalism. These ideal 
types are based on our linking of VoC and developmental state institutions with 
Schumpeterian framing of Mark I and II patterns of innovation. The first is 
the startup-centric Mark I variant, which is most akin to VoC’s LME type and 
most distinct from the classic developmental state. According to the economic 
logic of Joseph Schumpeter (1942) and then Philippe Aghion and Peter Howitt 
(1992), Mark I centers on the process of creative destruction, a means of constant 
renewal in which new entrants disrupt the positions of established firms and 
their corresponding technologies. The second type is an open innovation variety 
of what is conventionally depicted as Mark II, which emphasizes oligopolies as 
central innovation actors and is more akin to a CME and quintessential develop
mental state. The open innovation variety of Mark II still conceives of oligopo
listic firms as central innovation agents. But whereas oligopolies conducted their 

-

-
-



AnAlyTiCAl FRAmEwoRk      25

activities, especially R&D, in-house in Schumpeter’s Mark II, established firms 
in the twenty-first century leverage external resources, including startups. In this 
variant, startups help incumbent firms access new ideas and emerging technolo
gies, which big businesses then leverage to bolster their innovation capacity and 
competitive positioning. 

-

 The Mark I and II types are depicted in terms of the size of firms central to 
innovation and then their complementarities, which include the equity or debt 
nature of financing, employment as flexible or permanent, and innovation as 
radical or incremental. Extending logic from developmental state scholarship 
on the social purpose of innovation, we conceive of the social purpose encom
passing domestic priorities, such as employment, economic growth, and social 
inclusion, as well as externally focused challenges, primarily the national security 
imperative associated with technological competitiveness. 

-

 Figure 1.1 synthesizes the five institutional attributes of the two ideal types on 
a radar chart. Each of the five institutional areas is depicted on a 0 to 5 scale. The 
extremes of the scale—0 and 5—correspond to complete dominance or absence, 
respectively. The size of firms central to innovation see a score of 0 in command 
economies in which only dominant firms operate and a score of 5 when there 
are only startups in the market. Similarly, for financing, a score of 0 implies that 
no equity funding is available, whereas a score of 5 corresponds to only equity 
investments with no provisions of debt in the financing of innovation.  

Social purpose
domestic (employment / economic
growth) (0) to external (national
security) (5)

Innovation 5 Financing
incremental (0) 4 debt (0)
to radical (5) 3

2 to equity (5)
1

0

Legend
Mark I variety
Mark II variety

Size of firms central to InnovationSize of firms central to Innovation Employment
lifetime (0) to fluid (5)large (0) to small (5)

  FiGURE 1.1. Startup capitalism: Mark I and II varieties  
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The Mark I and II varieties—as dotted and dashed lines, respectively—are 
visualized on this radar chart. The developmental state and CME are depicted as 
primarily comprising incremental innovation, debt financing, lifetime employ
ment, and large firms being central. As such, the Mark II type scores close to 1 
for most attributes. Mark I attributes are closer to the 5-point end of the scales. 
As such, the Mark I variety is scored as a 4 in terms of radical innovation, equity 
financing, fluid employment markets, and startups essential to innovation. Fig
ure 1.1 also illustrates the social purpose ranging from domestic to external fac
tors. The score of 3 reveals the expectation that both the Mark I and II varieties 
are motivated by a blend of external and domestic motivations.

-

-
-

Instead of viewing the rise of startup promotion as an inevitable departure 
from the developmental past, we investigate shifts in terms of this scale. Cer
tainly, no country is expected to fully fall into the Mark I or II ideal types. This 
categorization allows us to analyze the extent to which the developmental state 
is dead or alive by presenting a benchmark against which to analyze the institu
tional change underpinning the rise of startup capitalism.

-

-

Firm Size
Mainstream accounts of the developmental state’s phenomenal economic suc
cess center on the essential role of large firms in innovation activities (Johnson 
1982; Woo-Cumings 1999). The state–big business relations formed the back
bone of technological upgrading that was essential to development, and the lead 
companies were also crucial providers of high-quality, permanent employment 
that generated social stability. Historically, in China, Japan, and Korea, catch-up 
technology capabilities were often expected to come from the lead companies 
because small firms were less productive and less technologically savvy (Kim 
2012; Vogel 2018). In Japan, large firms comprised conglomerates—the hori
zontally integrated keiretsu or the vertically linked pre–World War II zaibatsu 
(think Mitsubishi and Sumitomo). Astute readers will think of the consortia that 
the Ministry of International Trade and Industry (MITI) organized to advance 
semiconductor, then supercomputer and machine-learning capacity from the 
mid-1970s. These R&D consortia consisted of major electronics firms such as 
Fujitsu, NEC, and others (Callon 1995). In a similar way, in Korea, the chaebol 
were construed as central to technological upgrading and employment and were 
afforded government assistance accordingly (Amsden 1989; Kalinowski 2008).

-

-

-

This big business–centric developmental state model, which best corresponds 
to Japan and Korea, is akin to Schumpeter’s Mark II. This mode emphasizes oli
gopolistic firms as essential innovators and focuses on “the industrial R&D labo

-
-
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ratory for technological innovation and the key role of large firms” (Malerba 
and Orsenigo 1995, 47). Monopoly power, which enables access to finance and 
human capital, endows incumbents with superior innovation prowess (Nelson 
and Winter 1982; Malerba and Orsenigo 1996).

Analysis of the developmental state in the twenty-first century continues to 
emphasize the centrality of big businesses. Henry Yeung (2014) maintains that 
East Asian governments seek to work more closely with their respective coun
try’s most internationalized firms. In the case of China, Richard Appelbaum and 
coauthors (2011), Erik Baark (2016), and EunYoung Cho (2021) concur that 
the state seeks to work with established firms to foster cutting-edge innovation, 
especially in critical technologies such as semiconductors. Meanwhile, Joe Wong 
(2011) suggests that the alleged failure of East Asian developmental states in fos
tering a world-leading biotech sector—despite decades of investment—can at 
least partially be attributed to a limited focus on big companies.

-

-

In international business and strategy research, however, scholars contend 
that structural shifts in the global economy have changed the way large firms 
innovate. Big businesses, under the guise of open innovation, increasingly draw 
on external resources such as startups, R&D support, universities, and public 
institutes (Heurgo and Moreno 2017; Dahlander et al. 2021). Open innovation, 
as a concept, was established in a Harvard Business Review book by Henry Ches
brough (2003). In Open Innovation, Chesbrough refers to the dynamics whereby 
firms increasingly rely on external resources and logics to innovate. Changes in 
the techno-industrial paradigm in the second half of the twentieth century have 
meant that firms need to engage external resources rather than rely on in-house 
R&D. Incumbents can harness ideas from startups through partnerships with 
them, by promoting startup ecosystems, and through investment and acquisition 
(Chesbrough et al. 2014). The means of engagement with external organizations 
range from acquiring and sourcing (inbound innovation) to selling and revealing 
(outbound innovation) (Dahlander and Gann 2010, 700).

-

Given this proliferation of open innovation, we conceptualize contemporary 
Mark II as emphasizing big businesses whose capabilities benefit from interac
tions with startups. In this respect, startup capitalism sees startups infused into 
incumbent-led innovation systems.4 State championing of open innovation 
strives for the deepening of established firms’ capabilities. For this reason, the 
Mark II variation is given a score of 1 in figure 1.1. Open innovation, like con
ventional Mark II understandings, perceives of large firms as the key drivers of 
transformative advances. However, their prowess now depends on the involve
ment of startups to boost their innovation capacity.

-

-

-

The other ideal type of startup capitalism, a variety of Mark I, focuses on new 
entrants. New entrants—what we today call startups—offer strong innovation 
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potential and create opportunities through creative destruction (Schumpeter 
1934) by challenging incumbent firms and technologies. This creative destruc
tion dynamic is an essential driver of economic growth and innovation (Fontana 
et al. 2021; Akcigit and Van Reenen 2023). Creative destruction is said to set “the 
stage for a permanent conflict between the old and the new,” necessarily involv
ing established firms to “perpetually attempt to block or delay the entry of new 
competitors in their sectors” (Aghion et al. 2021, 5). Startups pose an existential 
threat to incumbents; this threat, according to Schumpeter, is the mechanism by 
which new entrants bring systemic value.

-

-

The startup capitalism version of Mark I is given a 4 for the size of firms cen
tral to innovation in figure 1.1. This is because policies encourage new entrants 
rather than the entrenchment of big businesses, but policies do not explicitly aim 
to disrupt big firms. Taiwan is the salient example here, given its long-standing 
emphasis on small firms (then called SMEs) as essential innovators and disrup
tors to world technology markets.5 The thrust of these policies is on new and dif
ferent entrepreneurial pools. Conflict between incumbents and new firms—the 
central tenet of creative destruction—is absent.

-

-
-

We analyze the size of targeted firms by assessing the nature of how both big 
businesses and startups are included in policies. Efforts that focus on startups as 
beneficiaries and strive to boost their high-growth potential align with the variety 
of Mark I. Initiatives that involve big businesses as partners, judges, and investors 
may augur for a Mark II pattern, because the initiative may seek mutual benefit. 
Startup policies may implicitly—and even sometimes explicitly—say that oligopo
listic firms are core engines of innovation and economic growth and should thus 
benefit from the ideas, talent, and technologies that startups can offer. For instance, 
in 2020, Japan’s Cabinet Office worked with regional governments to establish the 
Startup Ecosystem Consortium, bringing startups and keiretsu together in a bid 
to boost each city’s existing innovation capacity (Osaka Innovation Hub 2020).

-

Initiatives include coordinating an open innovation system with startups as a 
crucial resource to drive incumbent-led innovation. In addition, big businesses 
are enlisted by governments to provide mentoring, funding, exit options, and 
more to startups. In exchange, the incumbent firms seek to benefit from the infu
sion of startup mindsets, practices, and technologies. For instance, similar to the 
CCEI quote we opened the book with, in a fieldwork interview, a science and 
technology (S&T) policy adviser to the Presidential Office in Korea explained 
that startups are essential to “bring new blood to chaebol DNA” (Klingler-Vidra 
and Pacheco Pardo 2020: 346). Thus, we study the size of firms central to inno
vation by exploring the extent to which startup policies ultimately aim to boost 
startups in their bid to deliver creative destruction (Mark I) or the capabilities of 
big businesses (Mark II).

-

-
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Employment
We examine employment in innovative sectors as a continuum from rigid to fluid 
labor markets. Employment contracts affect the extent to which labor is funneled 
toward permanent employment at established firms fosters an environment in 
which it is typical to make career movements across firms and thus encourage 
entrepreneurship. In the classic developmental era, large firms provided society 
with high-quality, lifetime employment. The state, then, did not need to provide a 
direct social welfare system because its backing of big businesses fostered a work
fare system. Across the region, the social safety net comprised the provision of 
jobs from big internationally competitive exporting firms supported by the state 
(Choe 1998; Vogel 2018). In fact, unemployment insurance was only introduced 
in Korea in 1996.

-

In many ways, this developmental state depiction is akin to Mark II labor mar
kets, which involve incentives for talent to join and then remain at incumbent 
firms. Employment policy prioritizes job retention and protection in times of 
crisis. Pension-fund regulations in the form of nonportable pensions encourage 
permanent employment and, relatedly, discourage midcareer movement (Dore 
1986). Nonportable pensions refer to regulations in which a worker who leaves a 
firm forfeits their accumulated pension fund savings (Calder 1990, 2017). Non
portable pensions reinforced the lifelong employment nature of the Japanese 
and Korean systems (Zeitlin and Herrigel 2000; Jackson 2003; Schoppa 2006). 
These policies align with a conventional understanding of the Mark II mode of 
innovation because employee retention contributes to an “accumulated stock of 
knowledge in specific technological areas” among the large firms’ “researchers, 
technicians, and engineers” (Malerba and Orsenigo 1995, 47). Mark II employ
ment institutions, in the context of twenty-first-century open innovation, can 
offer mechanisms for longtime employees to gain experience in other settings. 
Notably, secondments—when employees spend a period working for an external 
firm, including a startup or research lab—can help established firms’ employees 
gain access to ideas without the risk of leaving their job. In figure 1.1, the labor 
market character for the Mark II mode is scored with a 1, reflecting this orienta
tion toward lifetime employment.

-

-

-

-

In contrast, the Mark I mode leans toward fluid labor markets in which 
employees can make career moves and pursue business ventures. As such, the 
Mark I ideal type is represented with a score of 4 in figure 1.1. Employment in the 
Mark I type consists of policies that encourage the widening of entrepreneurial 
pools, resulting in the creation of new firms and jobs. This includes efforts to 
encourage antecedent conditions for startups, including “mitigating the obsta
cles faced by entrepreneurs when starting new firms” (Audretsch et al. 2020, 1). 

-
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Policies that reverse pension-fund portability boost fluidity. Entrepreneurship 
tax incentives are another instrument that can help widen the pool of would-be 
founders (Rigby and Ramlogan 2013). Tax incentives for startups can impact the 
size of the entrepreneurial pool, because the establishment and growth of new 
businesses depend “strongly on the fiscal environment that a country provides” 
(European Venture Capital Association 2013, 10).6

Another means of employment-themed intervention is the provision of entre
preneurship training and incentives to attract startup talent. Entrepreneurship 
skills training includes idea generation, business plan writing, product develop
ment, and fundraising competencies. Entrepreneurship education can be offered 
directly through a variety of government agencies and can also be delivered via 
partnerships with intermediaries.7 Accelerators and incubators can provide for 
direct management of the programs by civil servants or teams assembled by gov-
ernment or through the procurement of a private company, such as 500 Startups, 
Plug and Play, Techstars, or Y Combinator, to manage the program. Entrepre
neurs, armed with skills to establish and scale their business, are more likely to 
start up. Similarly, bankruptcy reforms can allow business owners to close failing 
ventures, which can aid labor market flexibility as would-be founders are both 
more likely to take an entrepreneurial risk in the first place (because they know 
they can wind it down without damaging their personal finances) and more able 
to walk away from unproductive activities (e.g., zombie firms).

-

-

-

Relatedly, Mark I policies, from a fluid employment perspective, can strive 
to encourage the immigration of talented professionals and entrepreneurs as 
another mechanism for widening the pool of startups. Japan’s X-Hub inbound 
program, run by JETRO and the Tokyo Metropolitan Government, hosts cohorts 
of international startups in Tokyo to do just this. In a similar way, the Start-Up 
Chile program, created in 2010 by the Commerce Ministry, offers a well-known 
model of programs designed to attract foreign entrepreneurial talent (Gonzalez
Uribe and Leatherbee 2018). Changes to immigrant regulations can also make it 
easier for foreign talent to change jobs—increasing flexibility in the labor market 
and helping to de-risk their entrepreneurial venture. Japan, for instance, now 
allows foreign trainees on a technical program to change jobs within the same 
sector after one year of immigrating (Yuasa 2023).

-

Finance
We analyze whether funding for innovation prioritizes equity or debt instru
ments. This debt/equity binary is consistent with developmental state research, 
which portrays the state as providing credit to fuel growth and R&D (Amsden 

-
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1989). In comparative capitalism scholarship, CMEs are depicted as debt-centric 
financing systems that offer patient capital, enabling incremental innovation.8 
LMEs, in contrast, rely on equity-based capital markets to finance high-risk, high
reward, innovations. The equity-based financial system is construed as boost
ing the creation and scaling up of startups. Comparative capitalism scholarship 
conceptualizes this relationship between high-functioning stock market–based 
capitalist systems and the advance of radical innovation, as the equity markets 
provide both finance and pressure to outperform. Equity-based financing does 
not require regular repayments, which is an attractive attribute given the (often 
negative) cash flow realities of fledgling firms.

-
-

The intuition of the debt-based CME and equity-focused LME is that the finan
cial systems are complementary to the other institutional arenas (e.g., employ
ment) and thus enable their distinct advantages in incremental (CME) and radical 
(LME) innovation. We conceive that these financial systems broadly, although not 
perfectly, align with our startup capitalism understanding of the Mark I and II 
types. In figure 1.1, Mark I is represented with a score of 4, reflecting its equity 
focus, while Mark II is scored at 1 to illustrate the centrality of debt.

-
-

In the Mark II variety, the expectation is that preferential access to credit is 
essential to large firms’ innovation activities. Intense pressure to perform, at least 
on a quarterly (equity) earnings basis, augurs for radical innovation, whereas 
long-term access to credit suggests innovation on a more incremental basis. In 
the classic developmental state model, state credit was the staple means of financ
ing big businesses’ activities. Such credit could take the form of loans for product 
development as well as working capital lines. In the archetypal Japanese case, the 
state would coordinate consortia and work with main banks to offer the keiretsu 
steady credit lines (Johnson 1982; Pempel 1998). This aligns with depictions of 
CME contexts in which patient capital is provided by main banks for firms’ R&D 
and product or geographic expansion. The result is that established firms excel 
in incremental innovation.

-

In contrast, the role of the state in encouraging Mark I–styled finance approaches 
involve shaping equity markets in which investors buy shares in high-growth com
panies. By enabling a range of stock markets, the state provides critical exit ven
ues for high-growth innovative startups (Gilson and Black 1998). The launching 
of a Nasdaq-like technology stock market that is friendly to startups in terms of 
the number of years in which operating profits are required before the company 
can list and the assurance that paperwork requirements for listed firms are simple 
would indicate a stock market–focused effort to bolster startups’ growth. Allowing 
a second-tier listing scheme helps avail startups’ access to a major exit opportunity.9

-
-

Private equity, in the form of venture capital (VC), is central to the availing of 
equity financing for startup-centric settings. VC comprises investments in young, 
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high-growth, and often high-technology firms in exchange for equity stakes in 
the company. Colin Crouch (2005) asserts that VCs maintain close relationships 
to monitor firm performance, which is distinct from the traditionally arm’s
length nature of stock market investing in LMEs. In a similar way, John Zysman 
(1983, 64) asserts that VCs are akin to German universal banks in their closeness 
and patience. The thrust of VCs’ hybrid features emanates from their serving as 
smart money (Lerner and Nanda 2020; Mallaby 2022), meaning the financiers 
bring operational expertise, professional networks, and technical insights that 
help founders navigate the multitude of product and operational uncertainties 
encountered when building their businesses. VCs work closely with the startups 
in which they invest, as they (can) receive board seats and various voting rights 
(e.g., veto rights) (Alemany and Andreoli 2018).

-

It is interesting to note that as VC markets have developed in different coun
tries, they have taken on varied characteristics. In some settings, they have 
manifested as equity-based investments in very early-stage, high-risk technol
ogy businesses, which gives them more of a LME flavor, whereas in others, they 
have sometimes been disseminated as a combination of credit and equity offered 
for more mature businesses (see Ahlstrom and Bruton 2006). For these reasons, 
comparative capitalism scholarship conceives of VC as a hybrid form of financ
ing. For us, its provision sits squarely within Mark I, given that the investment 
target is a startup—not a big company—and because of the emphasis on large
scale growth.

-

-

-

-

Another Mark I–oriented approach is the use of limited partnership (LP) 
legal structures. LP fund structures incentivize risk-taking, since the investors’ 
personal assets are not held as collateral. With the LP structure, investors in VC 
funds are only liable to lose the capital they have invested, not their personal 
assets. Regulations around the issuance of preferred stock is also a helpful feature 
in enabling VCs to have economic and control rights, such as veto and voting 
rights, that allow them to mitigate risk while maximizing their potential return 
(Feld and Mendelson 2013).

In a related way, startup capitalism’s Mark I–styled approaches involve boost
ing cohorts of early-stage equity-based investors, such as angels and VCs, through 
direct investments in high-potential entrepreneurs. Government efforts to grow 
VC markets range from funding a set of professional investors to more surgically 
striving to grow the volume of VC in a specific investment stage (Da Rin et al. 
2005; Alperovych et al. 2020; Bai et al. 2022). To fund a domestic VC market, the 
state forms funds of VC funds, whose investment mandate is to invest in several 
privately managed VC funds (Klingler-Vidra 2018). These VC funds then each 
go on to invest in portfolios of startups. There are many examples of funds of VC 
funds across the globe, with the touchstone version being Israel’s Yozma fund, 

-
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which was created in 1993 by the Office of the Chief Scientist to foster a profes
sional domestic cohort of Israeli VCs (Avnimelech and Teubal 2006). Through 
the Yozma fund, Israel created a bench of local VCs that startups could raise 
early-stage equity financing from before trying to raise funding from US venture 
capitalists and, ultimately, list on Nasdaq.

-

The relative mix of debt and equity becomes essential to assessing how this 
institutional logic contributes to the nature of innovation. As such, we examine 
the ways in which policy engages with debt and equity financing for startups and 
big businesses.

innovation
In Schumpeterian industry life-cycle terms, radical innovation occurs in the 
Mark I variety.10 “When technology is changing very rapidly, uncertainty is very 
high and barriers to entry very low, new firms are the major innovators” (Malerba 
and Orsenigo 1995, 48). In contrast, the Mark II context is characterized as a time 
when an industry has developed, there are “well-defined trajectories, economies 
of scale,” and “financial resources become important in the competitive process 
and large firms with monopolistic power come to the forefront” (Malerba and 
Orsenigo 1995, 48).

Bringing developmental state trajectories, comparative capitalism, and Schum
peterian economics together, we posit that the classic developmental state period 
best aligns with the conventionally understood Mark II mode, as big businesses 
were leading incremental advances, especially in manufacturing and established 
technologies. Reflecting this emphasis on incremental innovation, Mark II is 
scored with a 1 in figure 1.1. In contrast, Mark I is aligned with radical innovation 
and is thus illustrated as a 4 on the continuum. It is in these radical innovation 
settings that startups are essential to innovation, as they challenge the existing 
technological paradigm and threaten to disrupt the position of incumbents.

-

The developmental state model centered on incremental innovation, as it cen
tered on adopting foreign technologies and subsequently producing them locally 
at a lower cost. It started with labor-intensive light industries, such as textiles, 
garments, and footwear; continued with capital-intensive industries, including 
steel, petrochemical, shipbuilding, or car making; then followed with higher
value-added, technologically more complex industries such as electronics or 
semiconductors. As capabilities advanced, governments across East Asia were 
unafraid to invest in new sectors, attempt to pick winning sectors (Aoki et al. 
1998), and boost domestic capacity in critical technologies. This was already seen 
in the 1970s, with Japan’s MITI supercomputer consortium (Callon 1995). MITI’s 

-

-
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boost of semiconductor prowess for Japanese firms in the 1970s was motivated 
by a desire to match what Japanese businessmen had seen at IBM and Bell Tele
phone Laboratories (now known as Bell Labs) while visiting the United States 
(Anchordoguy 1989).

-

By the 1990s in Japan, subsequently in Korea and Taiwan, and then later in 
China, the catch-up ambitions of innovation policy shifted toward competing 
at the technological frontier (Lee 2019). In comparative capitalism terminology, 
this shift can be understood as moving from incremental innovation, in which 
process advances were the primary value added, toward radical innovation, in 
which the aim is to develop new, disruptive technologies (Taylor 2004). The poli
cies used to boost prowess in the context of the incremental innovation phase 
emphasized securing access to foreign technologies and then championing local 
firms capable of producing along those lines. Innovation policy making at the 
technological frontier instead emphasized the development of novel products 
and services that had not previously existed. This required new ways of thinking; 
more creativity and greater risk-taking were needed than they were for process
based advances.

-

-

The four countries analyzed in this book—Japan, Korea, Taiwan, and China—
now compete at the frontier across several critical technologies. Firms from 
these countries are at the cutting edge of sectors such as electric batteries, elec
tric vehicles, green shipping, renewable energies, robots, and famously, semi
conductors. Therefore, their innovation approach has had to move away from 
the catch-up mentality of previous decades. As a result, radical innovation is 
not a policy option anymore; it is a necessity. Without radical innovation, these 
four East Asian countries cannot compete against themselves or against other 
innovation powerhouses such as Germany, Israel, Sweden, Switzerland, or the 
United States. Perhaps the best known of these world-leading technology ambi
tions is the Made in China 2025 initiative, which explicitly named being the best 
in the world in specific technologies as its objective. As of 2024, evidence suggests 
success in some of these verticals, with China being the world’s largest electric 
vehicle exporter (Economist 2024b).

-
-

-

Social Purpose
The last institutional arena we examine is social purpose in terms of a con
tinuum of domestic and external aims. We define social purpose as “the social 
aim of policy efforts, which is rooted in substantive (input) and performance 
(output) legitimacy” (Klingler-Vidra and Pacheco Pardo 2020, 337).11 East Asian 
policy making has been predicated on variants of a clear social purpose in which 

-
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the government propels economic prowess as a means of providing economic 
growth, shared prosperity and stability, and national security. At the highest level, 
social purpose involves the state providing stewardship over the economy and 
security and, in return, the corporate sector providing well-paid, stable jobs. The 
dual purpose of domestic and external aims has been documented. For example, 
Elizabeth Thurbon and Linda Weiss (2006, 2) assert that the Korean govern
ment’s primary goal in the postwar era was to “promote rapid industrialization 
for national security and domestic legitimacy purposes.”

-

Domestically, the developmental state social purposes comprised economic 
and technological advances that enabled various improvements in terms of the 
quality of work, housing, and infrastructure. Even though the goal of the state 
was not to create jobs directly, its social purpose included creating the condi
tions for (high-quality) job opportunities to grow. For example, Chisung Park 
and co-authors (2015, 320) argue that historically—especially prior to democra
tization—the Korean regime “tried to secure its legitimacy by ensuring output
oriented effectiveness . . . [Strong] economic development was essential for out
put-oriented legitimacy.” In a similar way, Richard Whitley (1992, 112) explains 
that the Korean ruling elite’s legitimacy claims were symbolic, as “the general 
identification of leadership [was] with moral authority”; the source of legitimacy 
changed from 1961 onward, as “state legitimacy rests significantly upon rapid 
economic development.”

-

-
-
-

External concerns focus on the ways in which economic competitiveness 
and capabilities in critical technologies foster security against external threats. 
A country’s ability to compete in key technologies in international markets is a 
long-recognized social purpose for innovation policy (Stubbs 2009; Weiss 2014; 
Taylor 2016). Tai Ming Cheung (2022), for instance, conceives of China’s inno
vation policies as being fundamentally motivated by “techno-security.” Gerard 
Roland (2023, 521) gives the example of the launch of the Sputnik satellite in 
1957, which saw the “more than tripling of the National Science Foundation bud
get” in the US bid to overcome the Soviet system in the space race. Capabilities 
in critical technologies include semiconductors, which are identified as essential 
to national security and thus a basis for contemporary policy making (Samuels 
2008, 2019; Klingler-Vidra and Kuo 2021; Huang 2023).

-

-

This link between technological competition and national security—called 
economic statecraft (Aggarwal and Reddie 2021; Thurbon and Weiss 2021)—is 
increasingly ubiquitous in motivating startup efforts in the twenty-first century. 
Particularly salient to the nexus between economic and national security, the 
United States and the European Union both adopted chips acts—the United 
States in 2022 and the European Union in 2023—indicating their dedication to 
advancing domestic semiconductor chip capabilities. The EU Chips Act states 
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that dependency on a small number of international actors poses an important 
challenge in the critical technology of semiconductors; accordingly, the act aims 
to strengthen European design and manufacturing capabilities through several 
levers, including largesse for startups and scale-ups. These interventions are pre
sented in terms of enabling economic growth, job creation, and national security.

-

Given this expectation that startup policies are motivated by a convergence of 
domestic and external purposes, we examine degrees of continuity and change 
in the stated objectives articulated when startup policies are launched. To do 
so, we analyze objectives as laid out in statements by senior policy makers and 
politicians as well as in official government outlets. We assess how the policies 
are motivated—whether they are intended to affect domestic (employment, eco
nomic growth, and social inclusion) or external (national competitiveness and, 
by extension, national security) aims. Our expectation, in terms of this map
ping onto the Mark I and II startup capitalism types, is that both varieties com
prise a combination of domestic and external social purposes. This expectation 
is reflected in the fact that both types are scored as 3 in figure 1.1. Our point is 
that the prioritization of technological capabilities for national security purposes 
does not fundamentally align with only startups fueling creative destruction 
(Mark I) or enabling big business (Mark II). The dual purpose of domestic and 
national security imperatives can instigate either or both modes of innovation.

-

-
-

Plan for the Case Studies
This book adopts an institutionalist approach to analyze startup capitalism, ques
tioning whether governments view startups as disruptive innovators or essential 
resources for big companies. We explore policies in Japan, Korea, Taiwan, and 
China, drawing on VoC and developmental state literature to identify how key 
economic policy-making paradigms change over time. This chapter develops our 
analytical framework for studying the continuity and change underpinning East 
Asian states’ startup capitalism, in accordance with Schumpeter’s Mark I and II 
typologies. In it, we conceive of five institutional arenas to study: (1) firm size; (2) 
employment; (3) finance; (4) innovation; and (5) social purpose. We explore each 
of these institutional areas across the startup capitalism varieties of Mark I and 
II. This helps us understand how startup policies strive to deliver entrepreneurial 
pool-widening aims (Mark I) or large firm–led advances (Mark II).

-

The application of the institutional framework helps us to identify degrees of 
continuity and change, particularly with respect to the ways in which each state’s 
developmental state model persists. Ultimately, we examine the extent to which 
institutional change augurs for disruptive startups or the fostering of established 
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firms’ capabilities. This approach offers an updated understanding of the big 
business–centered developmental state and a challenge to the presumption that 
the entrepreneurial state is distinct. We evaluate the boundaries between indus
trial policy and economic statecraft in the lens of startup capitalism by explor
ing external (e.g., national security) and internal (e.g., economic growth and job 
creation) social purposes underpinning startup capitalism.

-
-
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JAPAN

At a September 2022 speech at the New York Stock Exchange, Prime Minister 
Fumio Kishida emphasized that his government “place[s] particular emphasis on 
startups” (METI 2024). This follows initiatives to help develop unicorns as part of 
Japan’s vibrant and globally linked startup ecosystem. Notably, in 2018, Hiroshige 
Seko, Minister of Economy, Trade, and Industry launched the J-Startup program, 
which would foster a cohort of 20 unicorns and promote the overseas devel
opment of Japan’s startups (Ikeda 2018). The Ministry of Economy, Trade, and 
Industry (METI)—the contemporary version of the MITI that is credited with 
steering the country’s postwar economic miracle—created the J-Startup initia
tive in order to “encourage society overall to cultivate entrepreneurship, a mind
set motivating people to establish a company and take on new business” (METI 
2018). There is a twist, though. Startup promotion, as explained at the Tokyo 
launch, is a means to an end; startups are vehicles for boosting creative talent and 
high-tech innovation capacity to aid the continued competitiveness of Japan Inc.

-

-
-

Since 2021, Japan’s promotion of startups, which first began in the early 1990s, 
has been construed as part of the new capitalism that strives to graft startup
centric innovation onto Japan’s existing economy. In 2022, the Kishida adminis
tration even announced the creation of a cabinet post to promote startups across 
ministries and agencies as part of this new capitalism push (Takeuchi 2022). 
Already in the 1990s, Japan’s attempt at reinvention (Schaede 2020) and a pro
found transition toward techno-preneurship (Whittaker 2001) were underway, 
which augured for a move away from its Mark II orientation. But it was only 
after Japan’s first unicorn was born in 2018 that startup capitalism takes center 

-
-

-
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stage. While the increasing prioritization given to startup promotion may suggest 
a clear trend toward Mark I logic, in Japan’s new capitalism, big businesses are 
not to be dethroned but rather are to act as crucial partners. In many respects, 
incumbents are involved as beneficiaries of the innovation prowess—particularly 
the power to integrate information technologies—that startups generate. Thus, 
Japan’s invoking of startup capitalism, as this chapter reveals, retains significant 
alignment with its Mark II antecedents in which large firms (its keiretsu) are 
essential innovators.

Creative destruction is not the dominant logic. In fact, Japan’s big businesses 
encourage new entrants to innovate and engage with them. This constructive 
engagement was well evidenced in 2022, when the Keidanren, Japan’s Business 
Federation, announced their aim for Japan to “become home to 100 unlisted 
startups worth $1 billion or more by 2027” (Sugihara 2022). If the keiretsu that 
make up the Keidanren feared creative destruction, they would certainly not 
ask for government help to create a hundred unicorns; they instead see startups 
as resources to aid their competitiveness. As another example of this symbiotic 
mantra, in April 2023, the vice chairperson of the Keidanren made the case for 
globally minded startups and the necessity of attracting foreign talent to Japan to 
help boost the startup ecosystem (Nagata 2023).

This chapter examines the extent to which Japan’s startup capitalism mode 
suggests continuity with its Mark II–consistent developmental state model or 
whether Japan’s startup promotion involves a significant shift toward the creative 
destruction-centric Mark I mode.

Japan is an interesting case to begin with, as political economy literature offers 
a widespread—though contested—depiction of “Japan Inc.” as an archetypal CME 
centering on conglomerates gaining access to long-term credit and steadied by  
a system of permanent employment (Aoki et al. 2007).1 The model became 
enshrined in political economy doctrine by developmental state scholars such 
as Chalmers Johnson’s (1982) account of MITI’s role in partnering with keiretsu 
and main banks to orchestrate Japan’s postwar economic miracle.2 Thus, Japan 
has been construed as the quintessential relational market economy (Keller and 
Samuels 2003). There has also been analysis of the Japanese government’s efforts 
to “facilitate venture formation and venture capital, and public campaigns to fos
ter entrepreneurial spirit,” among other boosts to innovation capacity since the 
1990s (Vogel 2018, 106).

-

Therefore, there is a case for exploring how and why startup initiatives may 
intend to benefit rather than challenge established firms. We analyze how Japan’s 
postwar institutions, including forced savings and conglomerate coordination, 
have incorporated startup-centric innovation. As the chapter reveals, these so-
called developmental state strategies—even the use of public pension funding, 
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famously a source of patient capital for the keiretsu—are now construed as a 
key funder of Japanese startups. Yet, the chapter reveals continuity in Mark II 
approaches, with the keiretsu and main banks remaining essential partners and 
even beneficiaries of startup capitalism. The shift reflects the embrace of open 
innovation logics, moving away from internal R&D and large-firm consortia 
toward the leveraging of startups for ideas and talent. Thus, Japan has adopted 
Mark I characteristics in terms of equity financing and flexible employment but 
shows continuity in the imperative of established firms as its essential innovators.

antecedents: Japan (1948–1990)
The Japanese postwar model was “premised on the sustained success of large 
manufacturing firms” in export-led growth (Streeck and Yamamura 2003, 7). 
The interlocking keiretsu–main bank, permanent employment system ensured 
economic growth as well as equitable economic growth and social stability (Aoki 
and Patrick 1994; Dore 2000; Inagami 2001). In line with conventional Mark II 
characterizations, these self-reinforcing institutions limited “new entrants so as 
to preserve orderly competition that will keep incumbent firms alive” (Anchor
doguy 2005, 64). Norms are said to have blunted “the process of creative destruc
tion” in which “competition clears out firms that fail to adjust to change by adopt
ing new technologies and organizational structures” (Anchordoguy 2005, 10).

-
-
-

Research was “performed in large corporate laboratories that focus on improve
ments of those technologies in which incremental learning trajectories promise 
considerable payoffs” (Kitschelt 1991, 482). This enabled competences in manu
facturing and engineering, a Mark II context, rather than success in arenas that are 
highly complex and unpredictable and in which bold new configurations occur, 
wherein Mark I logics excel. This was because Japan Inc. based their production 
system on foreign patents and then long-term relational contracts with their affili
ates to produce those patented products more efficiently (Gerlach 1992). In this 
way, Japan’s postwar mode best aligns with the Mark II mode in the sense that big 
businesses led process-based advances in maturing industries.

-

-

-

The emphasis on large firm–led R&D was reinforced by a labor market char
acterized as providing lifetime employment. The permanent employment that 
firms offered came in “exchange for wage moderation and cooperation in rais
ing productivity” (Vogel 2006, 16). Workers and managers were committed to 
one another, such that jobs were secure, but performance was based on senior
ity rather than (out)performance and with the understanding that wage reduc
tions were desired over job losses (Holzhausen 2000). As Kathryn Ibata-Arens 
(2005, 1) explains, “incremental innovations are rewarded with incremental  

-

-

-
-
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seniority-based wages eked out over decades of service.” Regulations around 
pension fund portability reinforced the permanent employment system. Japan’s 
pension funds were nonportable, meaning that a worker who left a firm forfeited 
their accumulated pension fund savings, as they could not take the savings with 
them (Schoppa 2006). This, unsurprisingly, encouraged lifetime employment, as 
employees waited until retirement to obtain their pension and so remained with 
the same company across their career.

With the keiretsu at the center of the coordinated model, finance was dis
bursed via main bank relationships, and preferential access to credit was afforded 
by the government. The keiretsu–main bank relations ensured that firms had 
access to finance to develop product lines internationally, as the banks extended 
credit lines even during hard times (Aoki and Dore 1994). The steady financ
ing of the keiretsu encouraged kaizen, which amounted to steady process-based 
advances in production rather than disruptively new products. The public pen
sion funds (koteki nenkin) were used by the government to “finance industrial 
development” (Park 2004, 549), and private pension funds (shiteki nenkin) were 
used by corporations “as patient capital for long-term investments” (Vogel 2006, 
95).3 The state-run predecessor to Japan Post Bank (which was privatized in 
2007) also provided essential patient capital for postwar development by pooling 
together savings from post offices across the country (Calder 1990).

-

-

-

In the classic developmental state era, the innovation aim was one of catch-up 
technologies. Incremental innovation in the form of process-driven, manufac
turing advances was central to the prowess of the keiretsu. These conglomerates 
were able to steadily advance technological capabilities due to other aspects of 
the model, notably the long-term employment of their staff and the availability of 
patient capital by way of the group’s financial services component and forced pen
sion savings (Jackson 2003). Already from the 1970s, though, the Japanese state 
was depicted as organizing consortia to move toward the technological frontier, 
including in personal computers, semiconductors, and supercomputing (Aoki  
et al. 1998; Callon 1995). The objective, by the end of the period, was increasingly 
to shape the technological frontier rather than compete in manufacturing estab
lished technologies. Japan’s lead firms, working together and benefiting from the 
reinforcing finance and labor system, were expected to lead this upgrading.

-

-

-

Underpinning these reinforcing institutions, the social purpose was clear: the 
pursuit of equitable and stable economic growth (Garon 1997). Michael Lynskey 
and Seiichiro Yonekura (2001, 5) depict the role of the keiretsu in the mutu
ally reinforcing social system as follows: “The keiretsu were at the center of a 
complex social contract between the government, banks, the corporate sector 
and the population. Government officials directed the banks to invest in cer
tain sectors. The established companies provided lifetime employment for their 

-

-
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staff, who then saved a proportion of their income in the banks.” Forced savings 
provided a means of ensuring capital for the keiretsu and reinforced the system 
that strove for an “equal distribution of income and the minimization of risks to 
income and employment of wage earners” (Yamamura 2003, 139). Externally, the 
pursuit of competition in critical technologies was a measure of both high-tech 
development and national security (Kawashima 2005, 59). The state, particularly 
the MITI, underwrote the advance of technological catch-up toward the world 
frontier by encouraging R&D in the semiconductor industry from the 1960s and 
then supercomputers and machine learning/AI in the 1980s. As the economic 
miracle advanced, competing in these more radically innovative arenas became 
essential to the legitimacy of Japan Inc.

Thematic analysis
Firm Size
In contrast to being hailed as essential motors of the postwar model, Japan’s big 
businesses were named by some critics in the 1990s as inhibitors of innovation 
and the cause of unemployment. As part of the fallout, national and provincial 
governments made efforts to boost startup activities across Kobe, Kyoto, Osaka, 
Tokyo, and beyond (e.g., see Harris 2016; Fujisaki 2017; X-Hub TOKYO 2017; 
Osaka Innovation Hub 2020). In this context, efforts were implemented with the 
ambition of promoting new enterprises to revitalize national high-technology 
competitiveness. The Kobe City Government, for example, partnered with 500 
Startups to establish an accelerator that would both boost local entrepreneur
ial activity and link the startups with large Japanese firms and banks as well as 
startup hubs around the world (author interview, Kobe, June 25, 2018).

-

In line with this litany of startup-themed plans, global media has increasingly 
covered Japanese startup efforts in positive terms. For instance, a June 2023 Tech
Crunch article asserted that “the Japanese government has also promised enthu
siastic assistance to boost the startup ecosystem” (Park 2023). It was Kishida’s 
December 2022 aim to increase annual startup investments by tenfold by 2027 
that featured in the piece.

-
-

However, startup efforts have not come outside of the wishes of lead firms 
or main banks. Instead, the keiretsu have “lobbied the government for reforms 
that would expand their options” but not undermine their position (Vogel 2018, 
87). To this end, Anis Uzzaman, founder and chief executive of Pegasus Tech 
Ventures, a VC fund active in Japan, noted that “large Japanese corporations have 
slowed down quite a bit” and that “the current government’s initiative can help” 
as startups boost Japanese corporations’ innovativeness (Park 2023).
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Startups are often positioned in Japanese policy as a resource to fuel established 
firms’ innovativeness. METI bureaucrats speak of the continued need to drive 
industrial revitalization, with an emphasis on encouraging startups alongside the 
keiretsu-led open innovation system (Kantei 2014). The innovation system was 
to shift from “one dominated by in-house R&D conducted at major corporations 
toward one based on networks among innovators by strengthening ties between 
university research laboratories and venture firms” (Vogel 2018, 107). In 2003, 
METI initiated a study to look at the potential for corporate spin-offs; finding 
that keiretsu spin-offs were more promising than independent new firms, METI 
wanted to encourage a venture movement that was embedded in the activities of 
the big companies (METI 2003). This finding helped substantiate initiatives that 
sought spin-offs that would have close engagement with the keiretsu rather than 
truly independent startups. Collectively, while attention on startups as innova
tion resources has proliferated in Japan, it continues to be embedded in existing 
interfirm relations. Said another way, startups serve oligopolistic competition 
(and thus Mark II prowess) rather than creative destruction dynamics.

-

In this open innovation spirit—but before the specific language of open 
innovation was coined in 2003—a series of cluster-building activities was imple
mented, as METI bureaucrats had closely studied Michael E. Porter’s “Clusters 
and Competition” (Yamawaki 2002). Regional governments established incuba
tion facilities that rented offices to startups and provided them with assistance 
in the form of financing, legal affairs, management, and technology develop
ment. The Innovative Cluster Plan and the Industrial Revitalization Corporation 
efforts epitomize METI’s catchphrase of enabling “regional clustering” from 2000 
(Vogel 2006, 86). The Cluster Plan and the Venture Laboratories initiative enable 
collaboration by providing research facilities located in universities with the aid 
of incumbents. Again, telling of the ambition of integrating with big businesses, 
once the METI’s Organization for Small & Medium Enterprises and Regional 
Innovation (SMRJ) division, was set up in 2004, it launched the Business Startup 
Support Fund in which it invests alongside private (often corporate) VC funds 
(Seki 2008). Another illustration is the 2005 Program for Strengthening Func
tions of Organizations for Support of Local SMEs, which paired senior advisers 
to share their operational expertise with fledgling firms.

-

-

-

-

Since the concept of open innovation has proliferated, it has been used exten
sively in the Japanese approach. The Japan Open Innovation Council was estab
lished in 2015. In the years that followed, policy makers regularly named open 
innovation in their media engagements. For instance, at the Shibuya QWS Sym
posium in 2018, Tokyo Governor Yuriko Koike specified the aim of promoting 
open innovation, which constitutes linking together major corporations, finan
cial institutions, foreign investors, investors, universities and venture companies. 

-
-

-

-
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In our own fieldwork, the open innovation lexicon was used in each interview. 
An example comes from an official at the Osaka City government, who explained 
that their aim is to: bring the innovation ecosystem together—that includes 
entrepreneurs, big companies, venture capitalists, angels, mentors, universities 
and government since we, the Osaka City government—and the big companies—
believe in open innovation (authors’ interview, Osaka, June 26, 2018).

White papers such as those on Open Innovation and the Venture Challenge 
2020, published by the cabinet and several ministries, further reiterate the com
mitment of the Japanese government to fuel startups as part of the keiretsu-led 
open innovation system (METI 2020b). METI Minister Yoshiaki Ishii asserted 
that “rather than simply supporting startups,” the aim is to incorporate “a mecha
nism to develop VCs and strengthen cooperation between large companies and 
startups to accelerate open innovation” (Newswitch 2018). Again, this points to 
the persistence of a big business–led paradigm and continued proximity to a 
Mark II paradigm.

-

-

METI’s flagship startup program, the J-Startup Initiative, reiterated this 
approach when it was announced in June 2018 with the aim of helping to build 
twenty unicorns by 2023. The J-Startup Initiative is run in collaboration with the 
keiretsu leaders. METI and keiretsu representatives together select startups for 
the program (Ikeda 2018; Kuzina 2018).4 What is more, METI’s Takuya Fuku
moto explained the long-term aim includes the keiretsu acquiring participating 
startups, since, “as an exit strategy for startups, there is the option of mergers and 
acquisitions by large corporations.” Fukumoto added that “through the J-Startup 
initiative, I hope to increase collaboration between startups and large corpora
tions” (Forbes Japan 2018). According to the METI Journal, the J-Startup Initia
tive collectively aimed to expand overseas, win government procurement bids 
and “create chances for them to establish relationships with executives of large 
companies” (METI Journal 2020).

-

-
-

METI partners with the Tokyo Stock Exchange to award Japanese companies 
for their startup collaborations to achieve digital transformation. For instance, 
Sumitomo was named one of METI’s Noteworthy DX Transformation Compa
nies in 2021 for its efforts to enhance its “global corporate venture capital (CVC) 
fields and by setting up an accelerator business in the hardware domain” (Sumi
tomo Corporation 2021). This all bodes for startups as firms operating within an 
industrial setting in which established firms continue to lead.

-

-

Another telling illustration of which size firm is the ultimate beneficiary 
comes from the 2022 “Startup Development Five-Year Plan.” The plan explains 
that “it has become clear that even large, existing companies using older tech
nologies can stay in business if they engage in open innovation, such as through 
M&A with startups and collaborations with startups to introduce new technolo

-

-
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gies” (Cabinet Secretariat 2022, 1). An open innovation tax credit was launched 
in 2021 to encourage corporations to invest in startups, as it offered a 20 percent 
credit on the money invested. This was extended in 2023 to incentivize startup 
acquisitions, as a METI-led set of government agencies launched an open inno
vation tax credit commensurate to the 25 percent of the money spent acquiring 
a startup.

-

As these policies show, startup largesse is not intending to disrupt the posi
tion of Japan Inc. In turn, efforts to encourage open innovation has been widely 
reflected by big business in Japan. Notably, Toyota has created the Toyota Open 
Labs to connect with innovative startups globally (Toyota 2023), and Nissan has 
a partnership with Plug and Play to collaborate with startups for “the benefit of 
our global customers” (Nissan 2018). To be sure, Japan’s startup plan conceives 
of new entrants as resources to help Japan Inc. stay in business. In this way, while 
there has been a rise in the role of startups, Japan’s startup capitalism retains large 
firms as its essential innovation engines. Startups are resources for incumbents, 
not disruptors that pose an existential threat to established firms.

-

Employment
The lifetime nature of Japan’s employment system—which reinforced its big busi
ness–led model—has dissipated somewhat since the 1990s. It is worth begin
ning with the observation that, in the Showa era, the perceived risk associated 
with starting a new business enterprise was exceptionally high. Nobuyuki Hata 
and colleagues (2007, 173) explain that “accepting the challenge to create a new 
startup literally meant being prepared to die. This inevitably reduced the number 
of entrepreneurs in Japan.” Thus, changes have, at least implicitly, sought to widen 
the pool of prospective entrepreneurs by updating cultural norms. This has been 
done by slowly dismantling the features that incentivized lifetime employment 
(e.g., the nonportable pension fund system), by encouraging a culture of risk
taking, and by working to attract foreign talent.

-
-

-

Change began in the pension fund system, as the problem of relatively persis
tent unemployment in the 1990s prompted policy makers to pass regulations that 
facilitated pension fund portability (Streeck and Yamamura 2003). The portabil
ity meant that employees could take their pension savings with them when they 
moved jobs.5 This meant that midcareer moves could be made without incur
ring the significant loss of accumulated pension savings. This then enabled more 
movement in the labor market, as people could move across firms. Also, over the 
1990s, the Japanese welfare state expanded, which notionally reduced the cen
trality of private pensions in life savings.6 In the same period, there was also an 
unprecedented rise in unemployment rates—from just over 2 percent to nearly 

-

-

-

-
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5 percent by the end of the decade—as persistent poor performance for firms 
across industries led to widespread layoffs. Collectively, this all augured for a 
less permanent understanding of work; lifetime employment was less incentiv
ized due to the pension portability, and a rise in layoffs meant that there was less 
certainty that one could spend their career with the same firm.

-

Along with the loosening of restrictions on the labor market, an important 
bedrock for employment in R&D-centric high-technology startups was laid in 
this period. Reticent to take on a permanent headcount, companies began using 
short-term contracts to hire R&D workers. These entailed higher wages and sig
nificant bonus elements. The result was that technical talent was being socialized 
into employment practices that favored greater short-term compensation over 
long-term job security and pensions.

-

Labor market fluidity was also boosted by the experience of young people 
entering the labor force. New hires were not made, which disproportionately 
affected young people (Ahmadjian and Robinson 2001; Chuma 2002). There 
were fewer permanent contracts at the keiretsu, so the prospect of working at a 
startup did not seem as risky to recent graduates as it would have in the previous 
era. Talented graduates now compared experience with a startup with unemploy
ment rather than with a well-paid, long-term career.

-

Another boost for entrepreneurship came from changes to bankruptcy laws. 
The Japanese legislature (the Diet) reformed insolvency laws in 1999 (Levy 2000). 
Prior to the reforms, it had been difficult to declare bankruptcy, so if an entrepre
neur started a business and failed, they would be stuck with their nonperforming 
company as an ongoing liability. This “zombie company” phenomenon scared 
potential entrepreneurs from taking the risk, which had an overall dampening 
effect on startup activity (Goto and Wilbur 2019).

-

More movement toward a Mark I employment setting has been seen in pol
icy on stock options and taxes. Since the early 2000s, stock option treatment 
has slowly adapted toward encouraging employment at startups. First, issuing 
stock options to employees—a derivation of the Commercial Code’s easing of 
stock option allowances (Itami 2005)—began in 2003, when SoftBank offered it 
to their employees, ushering in this LME practice.7 Twenty years later, this was 
significantly expanded when the government acted to ameliorate tax liabilities 
for nonpermanent employees. In August 2023, the government adjusted the tax 
system such that startups could more easily offer stock options to external indi
viduals—including “freelance programmers, designers, and management con
sultants—people doing side jobs” (Nikkei Staff Writers 2023b). Such tax reforms 
mark an advance toward fluid labor markets in which shares of ownership in a 
company can be offered to individuals without full employment contracts. This 
again suggests a move in the direction of a Mark I paradigm.

-

-
-
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To help young members of the labor force gain experience without missing 
out on the opportunity of entering a lifetime employment track upon university 
graduation, policies have encouraged internships at startups. The METI’s 2004 
Challenge Community Creation Program worked to establish the mechanism 
of internships as a viable early career activity. Despite this initiative, it would be 
another decade before midcareer job markets advanced, with startups offering 
employment agency services and social norms about permanent employment 
slowly changing.

Collectively, Japan’s employment environment has seen shifts away from its 
permanent character toward more fluidity and even some encouragement for 
entrepreneurship. Speaking to this trajectory, an entrepreneur based in Kobe 
asserted that the “lifetime employment idea is not real. So, startups seem less risky, 
because people know permanent employment is not secure” (authors’ interview, 
Kobe, June 25, 2018). As his sentiment suggests, it is no longer considered uncouth 
to leave a job midcareer or to try to build a startup (Fahey 2018; Gagne 2018). In a 
similar vein regarding the changing norms around employment, Yoshiaki Ishii, of 
METI, commented that “more and more people who graduate from the Univer
sity of Tokyo are not only aiming for large corporations and government offices as 
it used to be, but are also starting their own businesses” (Newswitch 2018).

-

However, this is not to say that the system has been revolutionized. Kenji 
Kushida (2023, 1) asserts that “Japan’s lifetime employment system in large com
panies is alive and well” and that the rise of startup employment has grown “in 
parallel with corporate Japan’s traditional employment system.” Kushida’s analy
sis aligns with other arenas in which the rise of startup activity and promotion 
has come within the existing keiretsu-led system. One of our interviewees at the 
Kobe City Government noted that “if you go out of a permanent contract, you 
can’t easily go back in” (authors’ interview, Kobe, June 25, 2018). In fact, startups 
in Japan are said to continually suffer from a lack of access to talent because of 
the relatively limited job switching.

-

-

There is mixed evidence that job mobility is growing and startup-centric 
employment is expanding. According to Ambi, a job placement website, the mid
career job market has grown, with midcareer switches growing to 21.1 percent 
of all job switches in 2018—an increase of 13 percent from 2017 (Suzuki and 
Nakai 2022). Yet, the overall duration of full-time jobs decreased by only 0.2 years 
between 2016 and 2020, with Japan’s average job tenure of 12.5 years in 2020 still 
significantly longer than the United States (4.1 years) and the United Kingdom 
(8.6 years) (Suzuki and Nakai 2022).

-

In addition to efforts to boost flexibility in the Japanese labor market, several 
open innovation–labeled policies have been deployed to bolster the availability 
of talent. This has primarily been done in the context of attracting foreign tal-
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ent. The launch of Cool Japan in 2013 epitomizes rising efforts to attract foreign 
entrepreneurs and to forge better bridges with global startups (Satoh 2023). The 
National Strategic Special Zones, also initiated in 2013, strive to accept entre
preneurs and diverse foreigners in a bid to further creativity and address Japan’s 
demographic challenges by attracting foreign talent (Nikkei Staff Writers 2023a). 
In 2015, METI launched its Strengthening Global Venture Ecosystem initiative, 
which aims to build a bridge of innovation (kakehashi) between Silicon Valley 
and Japan. Also in 2015, the Immigration Bureau of Japan launched the Startup 
Visa in National Strategic Special Zones, which reduces the visa requirements in 
relation to funding and employees for foreign entrepreneurs. In addition, Startup 
Visa rules were further relaxed in 2023 as a means of attracting foreign talent to 
start a business in Japan (Nishino 2023).

-

Along with these attempts to increase the presence of foreign entrepreneur
ial talent, efforts have been made to encourage local entrepreneurial talent to 
be more globally minded. As part of the five-year startup plan, the government 
is “sending 1,000 entrepreneurs and businesspeople overseas to expand global 
networks and bases for Japanese startups” (Nagata 2023). This builds on the 
2015 Japan External Trade Organization (JETRO) Sido program, which has been 
sending entrepreneurs to Silicon Valley for short stays. In a desire to expand 
beyond Silicon Valley (e.g., to Los Angeles, San Diego, and Austin), JETRO has 
expanded its foreign immersion programs for Japanese founders. It launched the 
Beyond Japan Zero to X program in 2023 to send “dozens of entrepreneurs and 
businesspeople” to “build relationships and skills” (Nagata 2023). The X-Hub 
Tokyo’s Outbound Program also launched in 2023, which similarly strives “to 
support the overseas expansion of Tokyo startups in order to create globally 
active startups from Tokyo” (Tokyo Metropolitan Government 2023).

-

Undoubtedly, the various regulatory changes to enable career movements, the 
attraction of foreign talent, and concerted efforts to foster an international (Sili
con Valley–styled) mindset among Japanese entrepreneurs point to some degree 
of a shift toward a more flexible labor market. However, this does not mean 
movement is entirely toward Mark I. Startup employment experience and the 
availability of foreign entrepreneurs are also framed as a means of big businesses 
accessing and developing talent. For instance, METI’s Yoshiaki Ishii asserts that 
“young and mid-career workers at large companies [could] add a secondment to 
a venture-backed company to their career path” (Matsugae 2018). METI followed 
through on offering such a mechanism; employees at big companies, including 
Honda Motors and Fujitsu, were able gain experience in a startup by receiving a 
subsidy so that they do not have to “leav[e] the companies they work for” (METI 
2022). Thus, the aim of some flexible employment provisions is about benefiting 
the staff of incumbent firms, improving their talent, and assisting startups.

-
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Overall, while lifetime employment has become less common since the early 
1990s in Japan, the labor market still serves established firms and lacks fluidity 
in key ways. In practice, leaving a well-paid corporate job remains risky, even 
though pensions are portable and midcareer movements are more common. 
Also, some of the fluid mechanisms involve de-risking experience in startups 
through internships and secondments so that talent can remain focused on 
careers with established firms. This increased flexibility serves a Mark II aim: 
because employees can gain startup experience, big businesses benefit from 
employees with new ideas, more creativity, and a willingness to take risks. So, 
while the face of the changes augurs for Mark I, it also leans toward an open 
innovation version of Mark II.

Finance
It was Japan’s so-called financial keiretsu who first took the initiative of acting as 
investors in startups in the 1980s.8 VC investments were made by main banks and 
insurance companies rather than independent asset managers as in Silicon Valley 
(Kenney et al. 2002). Japan’s banks transformed the American VC model—which 
was based on equity investments in early-stage companies—and instead adapted 
the notion of VC as debt-based financing for later-stage firms (Hata et al. 2007).

By the mid-1990s, excitement about equity-based VC was rising. In 1995, the 
Venture Plaza was launched, providing opportunities for VCs to meet investors 
and management partners (Rowen and Toyoda 2002). Afterward, in 1999, the 
SMRJ Venture Fund was created to invest in startups within seven years of found
ing. As a boost to early-stage equity-based financing, in 1997, the National Tax 
Agency implemented Japan’s first-ever tax incentive to encourage angel investors. 
The Angel Tax was implemented “to jump start high-risk/high-return invest
ment” (Ibata-Arens 2005, 101). Regulatory changes also paved the way for early
stage equity investing. In 1997, the Limited Partnership Act for Venture Capi
tal Investment was passed, enabling the use of the Silicon Valley–consistent LP 
structure, which helped VC managers slightly ameliorate the risk of their activi
ties (Kenney et al. 2004).

-

-
-
-

-

The late 1990s saw more advances that augured for movement toward a Mark 
I variety of innovation financing. Significantly, the government helped launch 
startup-friendly stock markets, which gave high-growth startups the important 
initial public offering (IPO) exit pathway. The Market for High-Growth and 
Emerging Stocks (known as Mothers) on the Tokyo Stock Exchange and Centrex 
on the Nagoya Stock Exchange were initiated in 1999 (Japan Exchange Group 
2020). Shortly thereafter, in March 2000, SoftBank helped push for the creation 
of Japan’s version of NASDAQ—JASDAQ. Throughout the creation of these mar-
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ket institutions, SoftBank served as a role model, normalizing these activities in 
the Japanese context. In the late 1990s, SoftBank was increasingly “seen as the 
flagship of the ‘new economy’ in Japan, based on entrepreneurship, venture capi
tal and internet startup companies” (Lynskey and Yonekura 2001, 1). It began a 
series of successful overseas technology investments, and in so doing, SoftBank 
helped to transplant the Silicon Valley VC approach to Japan.

-

In the early 2000s, various state entities ramped up their credit-based financ
ing for startups, which encouraged a widening of the entrepreneurial pool, again 
suggesting more of a Mark I variety flavor. In 2001, the Japan Finance Corpo
ration (JFC) launched the New Business Financing Program, which provided 
small firms with unsecured loans (Uesugi 2006). The offering of unsecured loans 
meant that startup founders could take a loan to help grow their business without 
using their personal assets, such as their home or car, as collateral. This helped 
to reduce the financial risk associated with starting a company. In a similar vein, 
the Small & Medium IT Startups Support program, launched by METI in 2003, 
provided financing for startups’ development and commercialization. In the 
same year, METI also initiated the Program for Training Venture Capitalists to 
enhance the skills for the burgeoning Japanese VC market.

-

-

However, policies to advance equity markets were established in line with 
Japan’s historical orientation toward a Mark II logic. For instance, in 2014, the 
National Tax Agency offered investors in venture funds the ability to accumulate 
80 percent of loss reserves as a deduction from future tax liability (PKF 2015). In 
an effort to encourage corporations to invest in startups, the Open Innovation 
Tax Relief Program was adopted in December 2021.9 Yoshiaki Ishii, speaking to 
the involvement of big business, emphasized the government’s intention to boost 
exit opportunities by saying that it had been “taking measures to encourage M&A” 
such as the tax exemptions (Newswitch 2018). In a similar way, Hisaaki Terasaki, 
the director general of the Office for Strategic Policy and ICT Promotion for the 
Tokyo Metropolitan Government, described the strength of the Tokyo startup 
ecosystem as offering “the best opportunities for startups to access world-leading 
companies, talent and cutting-edge technologies” (Startup Genome 2020, 165).

In line with a Mark II logic, efforts have encouraged corporations such as Toy
ota, Fanuc, and Hitachi to actively take equity stakes in the startups. JETRO lists 
several corporate VC arms as “key players in the Japanese innovation ecosystem,” 
including Mitsui, Nippon, NTT DOCOMO, and Sony (JETRO 2023). Their VC 
arms have, in some cases, been established for decades. For instance, Sumitomo 
established its first VC fund, Presidio Ventures, in Silicon Valley in 1998 (Sumi
tomo 2022). In describing their corporate VC aims, the company explains they 
strive to “deploy effective collaboration strategies to actively integrate cutting

-

-

-
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edge technologies and innovation in order to increase the value of existing busi
nesses and create new businesses for the next generation” (Sumitomo 2022).

-

In addition to their corporate VC funds, Japanese corporations even manage 
funds of VC funds. Honda, for instance, runs a “fund of funds that provides insights 
through several LP positions in VC funds in Europe and Asia” (Mind the Bridge 
2020, 12). Explaining Sony’s launch of their first VC fund in 2016, Sony Innovation 
Fund CIO Gen Tsuchikawa explained the venture would drive Sony’s “next busi
ness” stage by investing in startups to acquire “new technologies and new markets, 
new business models, and talents familiar with new fields” (Tsuchikawa 2020).

-

Sometimes Japan’s big businesses even collaborate in startup investing, which 
aligns more with an open innovation version of Mark II. For example, Alliance 
Ventures was created in 2018 by Renault and Nissan each providing 40 percent 
of the fund, with Mitsubishi contributing the remaining 20 percent (Welch et al. 
2018). In publicizing the combined effort, the companies explained that “global 
automakers are seeking to marry their manufacturing prowess with the nimble
ness of startups that are working on electrification, artificial intelligence and 
autonomous driving—technologies that are transforming the industry” (Welch 
et al. 2018). The marked proliferation of corporate VC funds suggests that Japan’s 
conglomerates and banks are looking to startups for new areas of growth, with 
their cutting-edge technologies and entrepreneurial talent, in line with an open 
innovation variety of Mark II.

-

Speaking about the prevalence of VC investment by Japanese corporations, 
James Riney, a partner at 500 Startups Japan, remarked that “pretty much every 
corporate has a startup program” (Russell 2019). CB Insights (2021) shows that 
Japan’s share of corporate VC, as a share of national VC activity, is greater than in 
other countries.10 Industry analysts note that corporate investors speak of striving to 
obtain startups’ technologies and talented staff (aka ‘acqui-hiring’) (Kaneko 2022). 
In this way, Japan’s network economy has grown in the direction of policy makers 
and big business aiming for startups to benefit established national strengths.

In addition to the centrality of keiretsu, national and regional startup initia
tives involve the main banks as core partners. Japan’s main banks are essential 
backers for equity-based schemes such as accelerators and VC funds. The 500 
Kobe program—which takes the form of a seven-week intensive accelerator—
costs 120 million yen to run, with the Kobe City Government paying half and 
the remaining funding coming from sponsoring banks Sumitomo Mitsui Bank
ing Corporation (platinum sponsor) and Nomura Securities (authors’ interview, 
Kobe, June 25, 2018). Sumitomo Mitsui is a particularly active investor with its 
two funds: Japan Co-Invest and SMBC Venture Funds. This involvement of con
temporary versions of Japan’s main banks in startup-centric initiatives under

-

-

-
-
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scores the idea that these banks (along with keiretsu) remain key finance players 
that are to be central to this new capitalism.

Partially state-owned banks and money managers also allocate finance for 
equity investments in startups (Inagaki 2018). In June 2022, Kishida’s cabinet 
announced that the mammoth Government Pension Investment Fund (GPIF), 
with its US$1.5 trillion under management and which provided crucial capital 
for the keiretsu in the postwar period, would become a key source of financing 
for the country’s startups, as tens of millions would be allocated toward ven
ture capital investments (Nikkei Staff Writers 2022; Slodkowski and Sugiura 
2022). Once a stalwart of the patient capital provided by the developmental state, 
Japan’s partially state-owned Post Bank has also been entrusted with investing 
in the country’s growing unicorn cohort. In June 2023, the Post Bank’s president 
explained that “there are too few unicorns in Japan,” so the bank would lever
age its network of 24,000 postal branches to identify high-potential startups, in 
which it would invest a total of US$7 billion (Kono 2023).

-

-

Despite efforts to encourage venture capital activity, some contend that Japan’s 
initiatives have not delivered. Japan’s startup and VC community have been vocal 
about their concerns that Kishida’s new capitalism can deliver meaningful results 
(Suzuki 2022). Efforts are seemingly underway to attract more international 
investors in Japan’s startup innovation. Notably, in a bid to strengthen Japanese 
VC funds’ ability to raise money from international investors, 2023 regulatory 
changes removed the cap on foreign investors needing to allocate 50 percent of 
their fund to Japanese companies (Takeuchi 2023). The challenge of attracting 
international money to Japanese VC has perhaps been most incisively shown 
through the fact that Masayoshi Son’s SoftBank Vision Fund, which launched 
with US$100 billion under management in 2017 as the world’s largest-ever VC 
fund (Economist 2018c), invests almost exclusively outside of Japan.11

Collectively, conglomerates, main banks, and pension funds are major inves
tors in Japanese VCs and startups, which points to relative continuity on the 
postwar Mark II financing mode. Movement toward boosting VC speaks to some 
shift toward a Silicon Valley model, but this has been done in tandem with big 
businesses as key investors and partners. Thus, Japan’s financing for innovation 
has a hybrid nature in which equity financing is increasingly availed for startups 
but conglomerates and main banks play an outsized role (relative to corporate 
VC in other countries) as startup investors.

-

Innovation
By the 1990s, Japan had already advanced from catch-up to compete at the 
world’s technological frontier. As such, policies strove to improve radical inno-
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vation via R&D, intellectual property rights, and technology transfer from uni
versities. Efforts to promote startup innovation and creativity coincided with the 
1993 election. In that year, the National Tax Agency amplified the generosity of 
the tax deduction for SMEs’ special experimentation and research expenses from 
6 percent up to 12 percent. The emphasis was on R&D and creativity, as the Diet 
passed the SME Creative Business Promotion Law in 1995. In 1999, there was a 
revision to the SME Basic Law that was aimed at encouraging small firms’ inno
vation through state-provided credit (Seki 2008, 174).

-

-

In the late 1990s, there was a wave of policy adoptions inspired by Silicon 
Valley in spirit and name. The Industrial Revitalization Law in 1999 included 
the Japanese Bayh-Dole Act, named after the 1980 US law that dealt with IP 
from federally funded research (Vogel 2018, 104). The act aimed to encourage 
the patenting of research results from across the open innovation system (Com
mittee on the History of Japan’s Trade and Industry Policy 2020). Also, in ways 
more consistent with a Mark I orientation in the sense that it strove to widen the 
entrepreneurial pool, the Japanese version of the US Small Business Innovation 
Research (SBIR) program was launched in 1999 “to help SMEs enhance their 
technology-development capability and to support their creative business activi
ties” (Goto 2009, 36).12

-

-

In the 2000s, Japanese firms were developing state-of-the-art technologies 
when a new problem came to the fore: the Galapagos Syndrome. This refers to 
Japan’s technological leadership and innovation being limited to its domestic 
market, or “leading without followers” (Kushida 2011). For instance, in the early 
2000s, Japan’s cell phone industry was said to be world-leading, but the advances 
did not diffuse to international markets. Since the rest of the world did not take 
up the technologies, its innovations became an island (i.e., the Galapagos) rather 
than a global market leader. The salience of the Galapagos Syndrome was an 
important driver in the shift toward policies enabling a startup-fueled, interna
tionally oriented open innovation system. Policy makers spoke of wanting to make 
a concerted effort to be globally relevant, so they pursued strategies to expand 
to numerous international markets (e.g., see Iwamoto 2017; Iwasaki 2016). So, 
Japan’s innovation initiatives took a distinctly open, international character. In an 
interview, an Osaka City Government official responsible for industrial promo
tion explained that the “phrase [Galapagos Syndrome] triggered the open innova
tion movement by large companies” (authors’ interview, Osaka, June 26, 2018).

-

-
-

In the spirit of open innovation systems that deliver incumbent-led advances, 
the early 2000s also saw an uptick in government efforts to promote new ven
tures in geographical clusters alongside universities and in partnership with gov
ernment and big businesses. In 2001, METI launched a Regional Cluster Plan 
across nine regions. The plan had three intentions: to improve productivity, 

-
-
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spur innovation, and foster new business creation. It targeted nineteen clusters 
across the country and was coordinated by national and regional METI bureaus 
(Ibata-Arens 2005, 92). The plan aimed to enhance the competitiveness of Japan 
through industrial clusters formed by local SMEs and venture businesses utiliz
ing seeds from universities and other research institutions (Boyer 2003, 180).

-

Other programs took this startup-fueled cluster approach to open innovation 
forward. The Comprehensive Support Program for Creation of Regional Inno
vation, launched in 2006 by the Japan Agency of Science and Technology (JST), 
established an S&T incubation program in advanced regions. METI’s Innovation 
Network Corporation of Japan launched in 2009 with a hybrid mission of invest
ing in startups to help build unicorns and provide essential capital to established 
corporations struggling in the throes of the global financial crisis (Wells 2017). 
Commenting on this overall trajectory, Takuya Hirai, the former minister of state 
for Science and Technology Policy, noted that it is now known that “startups will 
be central players” and that “large firms are embracing open innovation in addi
tion to their own R&D” (Rao 2020).

-

-

-

The rationale for striving to link established firms with startups has to do 
with the contemporary nature of frontier technologies and startups’ speed and 
way of thinking being infused into large firms. In an interview, the chairman of 
the Japan Venture Capital Association, Soichi Kariyazono, explained that “the 
fourth industrial revolution, which creates innovation through the combina
tion of technologies from different industries and different customer groups, is 
driving us to open-innovation through collaboration with startups” (Newswitch 
2018). The director of METI’s Startup and New Business Promotion Office, 
Hajime Furuya, similarly asserted that policies like the J-Startup Initiative can 
“create a significant impact on society by combining technologies and business 
models of startups with the business resources of large companies and help them 
develop as bases of larger growth” (METI Journal 2020). Startups are construed as 
resources that layer digital and technological prowess into established businesses. 
For this reason, Takuya Hirai noted their belief that “large firms are embracing 
open innovation in addition to their own R&D” (Rao 2020). In another demon
stration of faith in the benefits that startups can bring to Japan’s big firms, Takuya 
Fukumoto, the director of Industrial Finance within METI’s New Business Policy 
Office, explained that “if fast-moving startups are linked with large companies 
and research institutions that have the technical and management resources, they 
will definitely be able to compete globally in the future” (Forbes Japan 2018).

-

-

As these statements illustrate, in Japan, policy makers strive for radical inno
vation by fostering mutual benefits for startups and incumbent firms. There is 
no expectation of the creative destruction of the big companies, but there is the 
assumption that startups will boost the innovation capacity of established firms 

-
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and will simultaneously best achieve their own scaling-up by interacting with 
incumbents.

Social Purpose
Domestically focused social purpose, particularly the pursuit of equitable and 
stable economic growth, has underpinned the movements of these reinforcing 
institutions. Japan’s startup capitalism began with the throes of the Heisei reces
sion, which began in 1991. The recession was the result of the bubble bursting 
after the yen’s sharp endaka (appreciation against the US dollar) due to the Plaza 
Agreement in September 1985.13 Though the bubble burst was primarily a finan
cially induced one (Grimes 2001; Koo 2009), the resulting malaise fueled a push 
for change to the socioeconomic system. It prompted calls for greater transpar
ency in policy making and a crisis of legitimacy in the Japanese model vis-à-vis 
the US model (Jackson 2003). Even though the crisis was not caused by MITI’s 
actions, it informed the sense that the bureaucracy, including the MITI, should 
change tack.

-

-

-

The pressure had to do with the merits of cross-shareholding, permanent 
employment, and the reliance on the keiretsu for export-led growth and tech
nological upgrading systems, which all came under attack as the recession wore 
on in the 1990s. It spurred less confidence in the Japan Inc. model, including  
the state-business relations, lifetime employment, seniority-based pay, consensus 
decision-making, the main bank system, and corporate networks (Kato 2001). 
Marie Anchordoguy (2005, 64) asserts that it was acknowledged that the previous 
policies and institutions had become “much less effective in nurturing growth 
and technological advances,” and as such, “state and business leaders increasingly 
contested the norms underlying these arrangements and tried to modify them.” 
Collectively, there was a push for changes toward a Mark I model in terms of more 
fluid labor markets, a greater role for startups, and a boost for equity financing 
as the capital source for radical innovation (Pempel 1998).14 However, this did 
not come completely or quickly; for instance, the Japanese corporate governance 
code only changed in 2015 to require the reporting of cross-shareholding. The 
transparency into crossholdings would apply downward pressure on the oligopo
listic competition model.

-

-

So, while the big business–centered model did not unravel in the 1990s, 
startup promotion was incorporated as a means of addressing unemployment 
challenges. Several policies were initiated to encourage entrepreneurship as an 
alternative to lifetime employment by reducing the risk associated with working 
for high-stakes startups. A senior manager at the Kobe Enterprise Promotion 
Bureau explained that “in the early 2000s, the people who were doing entre-
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preneurship were [perceived as] arrogant and looking to make a quick buck” 
(authors’ interview, Kobe, June 25, 2018).

Efforts were aimed at changing cultural norms around entrepreneurship to 
make it more acceptable and even desirable. One of the policies that sought to 
promote entrepreneurship is the Japan Venture Awards, initiated by the SMRJ 
in 2000, which promoted entrepreneurial role models. Other initiatives include 
METI-organized Silicon Valley study trips to popularize startup activity in Japan. 
Tohru Akaura, a partner at Incubate Fund in Tokyo, recalled that “in 2005 or 
2006, the METI hosted a study group called the ‘Virtual Silicon Valley Study 
Group’ with the goal of revitalizing Japan” such that society embraced startups 
and VC (Incubate Fund 2020). In this way, METI was bringing together members 
of the Japanese innovation system with a view toward further encouraging an 
entrepreneurial culture.15 As a related means of encouraging risk-taking related 
to startups, in 2008, the JFC began offering Re-Challenge Support Loans that 
target entrepreneurs who have tried to start a business and failed in an effort to 
ameliorate stigmas around failure.

In the contemporary era, social challenges, such as underrepresentation and 
exclusion, have been invoked as the purpose motivating startup initiatives. For 
instance, the Kishida cabinet’s 2022 agenda that boosted use of government pen
sion funding for startup investments asserted that “fostering start-ups is the key 
to promoting the dynamism and growth of the Japanese economy and solving 
social problems” (Slodkowski and Sugiura 2022). The METI’s 2013 Micro Enter
prise Revitalization Project strives, in collaboration with private financial insti
tutions, to help micro enterprises led by women and young people. As another 
example, Carin Holroyd (2022) detailed the way that Japan’s Society 5.0 coordi
nates academia, industry, and government to deliver its aims. And Tokyo Gov
ernor Yuriko Koike explained in a speech that the regional government created 
a system called APT Women to bring together talented women entrepreneurs to 
create new ventures based on new demands.16 Such diversity efforts have been 
echoed by VC industry bodies. The Japan VC Association set a diversity target 
of 30 percent of senior leadership positions to be held by women, foreign nation
als, and other underrepresented demographics (Chou and Suzuki 2024). Japan’s 
startup capitalism, then, increasingly aims to drive innovation-led economic 
growth and social inclusion as it evolves.

-

-
-

-
-

-

While the social purpose portrayed in the launch of Japan’s startup policies is 
often domestically oriented, startup promotion is also positioned as contribut
ing to economic statecraft around critical technologies. Startups are construed 
as boosts to big businesses’ capabilities in the context of Japan’s plans to revive 
its status as a powerhouse in the global semiconductor industry. Semiconductor 
efforts centered on the creation of a new joint venture called Rapidus, which is 
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“backed by the government and Japan’s biggest corporations, and IBM” (Inagaki 
2023). The aim is to have this new entity achieve mass production of two-nano
meter node chips by 2027—which would be a significant jump from the current 
forty-nanometer capability. Rapidus was formed by veteran Japanese semicon
ductor executives. Its partners are foreign research institutes (e.g., in Belgium), 
foreign firms (ASML in the Netherlands and IBM in the United States), and 
numerous Japanese firms and main banks—Toyota, Sony, NTT, NEC, Kioxia 
(Toshiba), Softbank, Denso, and Mitsubishi UFJ Bank (Shivakumar et al. 2023). 
The incumbents and main banks collaborate directly with startups globally as a 
means of bolstering their firms’ capability to deliver. For instance, Sony Semicon
ductor Solutions has a lab in Silicon Valley (San Jose) that “provide[s] tools and 
working space to selected startups and enterprise companies” (Mendez 2023). 
Sony Semiconductor partnered with Silicon Catalyst in 2021 in order to “expand 
Sony’s access to new innovations in sensing solutions development and facilitate 
Sony’s ability to create strategic relationships with pioneering young companies 
that are developing technologies complementary to Sony’s internal innovation” 
(Silicon Catalyst 2021). Sony is just one of the many Japanese partners leading 
the country’s efforts to compete at the global frontier in semiconductors. Like the 
other big firms in the joint venture, it is leveraging startups around the world to 
fuel its abilities.

-

-

-

Continuity and Change in Japan
The extent to which there has been continuity and change in the firm size, 
employment, finance, innovation, and social purpose across Japan’s antecedents 
period to the beginning of startup capitalism in 1991 is illustrated in figure 2.1. 
Overall, the big business–oriented institutional foundations have changed in step 
with one another, having an interlocking effect rather than a transformative one. 
Thus, there is continuity in how the Japanese developmental state has pursued 
startup capitalism. It has remained closer to a Mark II setting in which the kei
retsu and main banks persist as partners for government efforts. The areas of 
greatest change are the moves toward more radical innovation (to a 3 on the fig. 
2.1 scale), away from incremental innovation, and in finance, as equity-based 
financing has grown (and thus been represented with a score of 3).

-

Beginning with the size of firms central to innovation, we find that Japan’s 
antecedent period closely approximated the oligopolistic competition variety, but 
it has modestly evolved toward small firms having a role. Depicting this evolu
tion, the antecedent period is illustrated as a 1 in figure 2.1, while Japan’s startup 
capitalism moves outward, but only to a 2 on the scale. This is because Japan 

-



58      CHapTER 2

remains close to the Mark II type in which big companies are crucial innova
tion engines. There has been some outward shift toward the Mark I variety since 
policy has incorporated startups. Rather than (only) internal R&D and large firm 
consortia, incumbents actively leverage startups in open innovation systems. The 
big companies are selecting and investing in startups to boost their own capabili
ties. This is enabled by the government’s approach, which involves established 
firms as investors and judges, and communicates the objective of having the 
big businesses benefit from access to entrepreneurial talent and ideas. Thus, the 
modest shift reflects the fact that Japan Inc. remain ultimate beneficiaries in even 
flagship startup plans like the J-Startup Initiative. 
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Social purpose
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Legend

FIGURE 2.1. Analyzing Japan’s institutional evolution: antecedents to startup 
capitalism  

-
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 Employment has become more fluid with the availability of internships and 
secondments and the portability of pension savings. This all helps to usher in a 
culture more favorable to midcareer movements and entrepreneurial risk-taking. 
Yet, the shift toward Mark I is muted by our observation of two attributes of 
Japan’s labor market. The first is that the movements into startups can often take 
the form of pre-keiretsu   experience or secondments from the established firms. 
In this way, startup experience still fits within the lifetime employment apparatus. 
Work at a startup is conceived of as a mechanism for talent development for the 
keiretsu.   The second is that Japan’s labor market still favors long-term employ
ment. While norms have updated in favor of entrepreneurial experience and mid

-
-
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career movements, there is a persistent preference for stable employment with big 
companies. For these reasons, figure 2.1 shows a shift outward to 2, which is still 
closer to the Mark II ideal of lifetime employment, from the antecedent period, 
when permanent employment was dominant, which earned a score of 1.

Finance-wise, there has been an advance of equity funding for innovation, 
away from the decidedly debt-based character of the antecedent period. The 
starting point was again a score of 1 in Japan’s antecedent period, as it was so 
heavily balanced toward credit provision. Figure 2.1 shows a greater shift than in 
the context of employment or firm size to a score of 3. The rationale for this move 
toward Mark I is the veracity of efforts to bolster equity-based venture capital 
and stock market activities. There is no question that capital markets have been 
significantly developed in the direction of equity-based investing in Japan since 
the 1990s. However, we did not assign a higher score, since the dominant players 
in Japan’s burgeoning equity markets are the same as in the antecedent period. 
The main banks are active funders of startup spaces and investment programs. 
In addition, the same pension funding that enabled the keiretsu-led model is 
now being leveraged to encourage the Mark II open innovation system in Japan. 
Equity funding is, in many ways, another type of transaction from long-estab
lished financiers rather than from alternative investment managers.

-

Innovation has a similar movement, from an antecedent score of 1, reflecting 
the centrality of catch-up technology aims in the postwar period, to a score of 3 
in the startup capitalism setting. Innovation aims clearly shifted outward, from 
incremental catch-up to radical innovation striving to compete at the world’s 
technological frontier. This move to semiconductors and personal computing 
began, at METI’s bidding, by the 1970s but moved toward innovation at the world’s 
technological frontier in the twenty-first century. In this shift, startups are helping 
to fuel Japan’s big businesses—and their combined efforts through consortia—to 
compete against American, European, Korean, and Taiwanese companies in key 
technologies.

Unlike the outward shifts in firm size, employment, finance, and innovation, 
in the context of social purposes, there is no movement in figure 2.1. Instead, 
in the antecedent and startup capitalism periods, there is a score of 3. This is 
because our analysis reveals that the underlying social purpose remains a combi
nation of domestic issues, especially youth employment and an inclusive innova
tion system. However, while these domestic aims are named in policy rationale, 
innovation has been important to Japan Inc. and its competitiveness in critical 
technologies, including semiconductors. As such, we depict the social purpose 
as stable over time for this steady mix of domestic issues, with wider external 
competition motivations in the background.

-
-
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Collectively, Japan’s startup capitalism has not converged on a Mark I approach. 
Instead, startups are depicted as resources for open innovation systems in which 
the keiretsu remain essential partners for the state and main banks and pen
sion funds, including those central to the postwar developmental state model, 
are essential equity investors. Creative destruction is not the aim underpinning 
initiatives that speak about creating unicorns; policy makers hope to bolster 
incumbents and foster volumes of startup activity simultaneously.

-
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KOREA

“Open innovation projects serve as activities of conglomerates to induce new 
ideas and then bring in talent and tech,” our interviewee at the Seoul Metropoli
tan Government explained when speaking about the embrace of open innovation 
in Korea. He added that “open innovation has been a slogan for us,” but over time, 
there has been increasing awareness that “startups want to work with large firms, 
too” (authors’ interview, Seoul, August 23, 2022). This vignette hints at the Mark 
II logic underpinning Korea’s version of startup capitalism. In Korea, large firms 
remain central actors, but now startups are construed as important resources 
for the oligopoly-run open innovation logics. The chaebol envisage startups as a 
means of enhancing their own innovation capacity.1

-

Congruent with this logic, there has been a visible increase in startup promo
tion. In 2017, Korea became the first country in the world to establish a ministry 
for SMEs and startups, and like Japan, it has launched high-profile initiatives that 
strive to create unicorn cohorts. As this chapter shows, Korea’s startup capitalism 
is consistent with its chaebol-led system. The chaebol act as corporate venture 
capitalists, and initiatives count chaebol licensing agreements and joint ventures 
as key performance indicators.

-

Korea is an interesting case because its antecedents are depicted as quintessen
tial examples of a developmental state, which augurs for its starting point as one 
consistent with conventional Mark II logics. This is because the Korean devel
opmental state depiction, like Japan’s, centers on the role of its large firms—the 
chaebol—which were essential employers, innovators, and contributors to eco
nomic growth and stability (Amsden 1989).2 As was done in Japan, the Korean 

-

-
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developmental state rewarded its large incumbent firms with preferential access 
to credit and, in return, provided stable employment and technological upgrad
ing. Closely aligned with Mark II, the chaebol had market knowledge and in
house R&D capacity (Kalinowski 2008).

-
-

The Korea chapter offers a nuanced insight into how startup capitalism can 
align with, rather than challenge, Mark II settings. In this sense, the antecedents 
of the Korean developmental state offer the opportunity to explore the extent to 
which startups have been positioned since the late 1990s as resources for incum
bent firms. As an indication of the salience of this analysis, a policy maker at 
the Seoul Metropolitan Government shared with us that he worries that “every 
service is under chaebol control” and that perhaps startups should compete more 
with the long-established chaebol, like Lotte and Samsung, as well as new big 
firms such as Kakao and Naver (authors’ interview, online, August 30, 2022). For 
now, the trajectory of Korea’s startup capitalism mirrors that of an open innova
tion variety of Mark II as observed in the Japanese case.

-

-

Antecedents: Korea (1961–1997)
The depiction of the Korean developmental state centers on the chaebol as essen
tial actors. From Park Chung-hee taking power in 1961 until the EAFC of 1997, 
its economic growth model had four main pillars: catch-up innovation; large, 
vertically, and/or horizontally integrated conglomerates; access to bank-based, 
long-term capital; and permanent employment (Amsden 1989). Korea followed 
an export-led growth model with ever-expanding chaebol favored by the gov
ernment at the center (Cha and Pacheco Pardo 2023). Finance came from the 
mobilization of domestic and foreign savings disbursed to the export-oriented 
conglomerates through state-owned banks (Kim 1988). The literature depicts the 
Korean state and chaebol as having a largely symbiotic relationship (Woo-Cum
ings 1999). Taking a page out of Japan’s playbook, the government encouraged 
savings that could be recycled to provide credit to the private sector, provided 
subsidies to companies operating in specific industries, enacted protectionist 
measures to weaken foreign competitors, and allowed chaebol to engage in oli
gopolistic behavior (Kim 1997).

-

-

-

-

For the most part, big conglomerates were the drivers behind Korea’s growth 
and innovation as well as job creation and social stability. The chaebol’s horizon
tal integration had the advantages of allowing diversification thanks to brand rec
ognition, creating economies of scale and synergies across conglomerate units, 
facilitating long-term investment strategies, and reducing transaction costs (Jwa 
2002). The chaebol also had relational power, meaning their size and centrality to 

-
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the economy gave them access to the government, with all the benefits that come 
with it. Most notably, the Economic Planning Board (EPB) and other govern
ment agencies consulted industrial policy with the chaebol. The state prioritized 
the provision of financing to the chaebol that had a better chance at manufactur
ing the goods for export on which the economy relied. Furthermore, the chae
bol provided high-quality, permanent employment that drove the improvement 
in the lives of Korean society while, crucially, during the years of dictatorship, 
dampening pressures stemming from job-related social unrest.

-

-
-

Long-term employment has been a key goal of the state dating back to the 
early post–Korean War years. Absent a strong welfare state, long-term employ
ment and the associated corporate welfare were the preferred means for the gov
ernment to promote social welfare indirectly. Both the chaebol and smaller firms 
offered corporate welfare packages, the former more generously (Fleckenstein 
and Lee 2017). These benefits were tied to seniority, as was pay; crucially, pen
sions were, too. Therefore, workers had an incentive to remain in their com
pany throughout their career. In exchange for long-term employment, labor was 
expected to moderate its wage demands, refrain from challenging management 
decisions, and avoid industrial action (Kong 2013). Big conglomerates provided 
jobs and enterprise welfare, including pensions. In this context, entrepreneurship 
had limited appeal to the most qualified workers, especially top university gradu
ates. The graduates from Korea’s three top-ranked universities—Seoul National 
University, Korea University, and Yonsei University, collectively referred to as 
SKY—pursued well-renumerated roles at the chaebol. They were attracted to the 
job stability, higher pay, and welfare benefits of employment—and the social sta
tus that came with those roles (Heo and Roehrig 2014).

-
-

-
-

-

-

The state dominated the provision of financing, emphasizing the distribu
tion of credit rather than equity investments during the Park and Chun eras. 
Commercial banks recycled savers’ deposits to lend to corporations and invest 
in the economy. The government also monopolized foreign borrowing. Fur
thermore, the Korea Development Bank, set up in 1954, and the Export-Import 
Bank of Korea, established in 1976, became key providers of export financing 
and industry and infrastructure funding, respectively. The chaebol therefore 
became dependent on the state to finance their economic activities (Lee 2006). 
The bank-based financing model enabled the chaebol to access patient capital 
and, as a result, gave them the capacity for long-term planning in incremental 
innovation. Crucially, patient capital could be deployed by the government to 
foster the development of industries such as petrochemicals, shipbuilding, and 
steel in the 1970s, electronics and automobiles in the 1980s, and semiconductors 
from the mid-1980s (Yeung 2016). The chaebol often had no choice but to spe
cialize in one or more of these and other industries according to governmental 

-

-

-



64      CHAPTER 3

dictum (Woo 1991). In line with the state’s central role in finance provision in 
this era, the government even offered direct and indirect subsidies to VC firms.3

From the beginning of the developmental state period, General Park had 
ambitions for Korea to eventually compete at the frontier of innovation. He was 
aware of the need to slowly move up the value-added chain until firms were 
ready to develop innovative products. Thus, throughout the 1960s and 1970s, 
his policies focused on catch-up growth with an eye toward making firms more 
innovative. The government set up the Korea Institute of Science and Technology 
(KIST) in 1966, a Ministry of Science and Technology (MoST) in 1969, and the 
Korea Advanced Institute of Science (KAIS) in 1971, today known as the Korea 
Advanced Institute of Science and Technology (KAIST) (Kim and Leslie 1998). 
This made Korea one of the few developing countries with a technology-focused 
ministry and university. Innovation at the technological frontier was limited 
throughout the 1960s and 1970s; the MoST was relatively weak, and technologi
cal developments were largely the result of imports (Hahm and Plein 1995, 20). 
For the most part, the economy was competing on good-quality manufacturing 
at lower costs (Wade 1990). The government and the chaebol only started to 
compete at the technological frontier by the 1990s. This helps to explain why 
R&D as a percentage of GDP remained below 1 percent until the mid-1980s but 
shot up to almost 2.5 percent by the mid-1990s, one of the highest figures world
wide (OECD 2020). Chun Doo-hwan’s government (1980–1988) and the demo
cratically elected governments of Roh Tae-woo (1988–1993) and Kim Young
sam (1993–1998) sought to promote capabilities at the technological frontier.

-

-
-
-

Korea’s economic policy making during the classic developmental state epoch 
entailed a combination of external and domestically oriented social purposes. 
Domestically, the government offered guidance, finance capital, and a protec
tionist environment; in exchange, the chaebol provided permanent employ
ment, and labor remained disciplined and accepted low wages in exchange for 
employment (Hwang 1996; Hundt 2008). High job growth came with low levels 
of inequality, which was another key domestic driver of industrial policy. The 
advent of democratization in 1988 brought a more organized labor force seeking 
a larger share of the Korean economic pie (Kong 2013; Lie 1998). The system did 
not change dramatically in terms of the purpose, but state-chaebol links weak
ened, and SMEs and labor started to demand change.

-
-

-

No explanation of the social purpose underpinning Korea’s pursuit of catch
up economic growth and innovation policy would be complete without look
ing at the country’s external environment. In particular, the geostrategic alliance 
with the United States and the very direct threat from North Korea allowed the 
government to pursue its preferred economic policy (Heo and Roehrig 2014). 
It also served the government to discipline labor (Brazinsky 2007). In addition, 

-
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Korea’s normalization of relations with Japan in 1965 and the war reparations and 
investment by Japanese firms that followed also provided capital and technol
ogy transfers (Woo 1991). Economic growth and the advance of technological 
capabilities contributed to Korea’s international stature and helped to address the 
North Korea threat.

-

Thematic Analysis
Firm Size
The EAFC served as a catalyst for the government to increase its backing for 
new entrants. To begin with, it resulted in some discrediting of the chaebol. This 
extended to their ability to innovate. There was a line of thought that posited 
that the chaebol were good at catch-up development, which had allowed them 
to thrive during the postwar years, but were unsuited for helping Korea compete 
at the cutting edge of innovation (Choung et al. 2014). As a result, on the eve of 
the EAFC, there was pressure for chaebol reform (Graham 2003). The chaebol 
were considered to be “at a crossroads,” as they needed “to change the way they do 
business or risk extinction” (Beck 1998, 1018). The Kim government also sought 
to distance itself from “corrupt” chaebol, at least initially. During these years, 
the Kim administration came to power in the middle of the dot-com bubble. 
Daum, today Korea’s second-largest search engine, had been launched in May 
1997; Naver, Korea’s first portal with its own search engine and today the coun
try’s leading internet firm, followed in June 1999. In other words, by the time the 
Kim government started to encourage startups in earnest and published Vision 
2025 in September 1999, there were already examples of startups innovating in 
the new digital economy.

-

In this context, the Korean state established a policy of developing an entre
preneurial ecosystem embedded alongside the chaebol. Roh’s Innovate Korea 
approach and the national innovation system concepts were designed to promote 
the creation of a chaebol-startup symbiotic setting (Seong and Song 2008, 33). 
The 2005 Act on the Promotion of Collaborative Cooperation between Large 
Enterprises and Small-Medium Enterprises symbolized this new approach. The 
Roh government sought to facilitate the integration of startups into the chaebol 
production and sales channels, which would inject the chaebol with renewed 
innovation capacity. This could be done by incorporating startups as suppliers or 
through acquisition, providing the chaebol with the startups’ talent and technol
ogy. Without directly funding the chaebol, which would have attracted criticism, 
the government could ensure that large conglomerates continued to be competi
tive through cooperation with more innovative startups.

-

-

-
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Like his predecessors, Myung-bak Lee assisted the chaebol. The chaebol could 
benefit from the work of startups and develop their own programs to nurture 
innovation by nonemployees. For example, SK Telecom, the largest mobile ser
vice carrier, launched programs to train IT experts and mobile app developers 
(SK Telecom 2011). And Samsung launched an in-house idea and startup incuba
tor, C-Lab (Creative Lab), in 2012 (Samsung 2018). But these were not govern
ment-led or even underwritten programs. Rather, it was the chaebol seeking to 
promote innovation to increase their product range and talent pool.

-

-
-

Following from the approach pioneered in the aftermath of the EAFC, the 
state refrained from providing direct largesse to the chaebol. The distribution 
of government money to the chaebol was a nonstarter, considering the public’s 
opposition to state-chaebol ties. This was the result of a string of scandals affect
ing the conglomerates, their leaders, and their family members. A consistent 
majority of Koreans came to see the chaebol as part of an elite group creating 
more inequality (whether perceived or real) and playing by a different set of 
rules. In this context, it would have been difficult for any Korean president to 
provide direct help to the chaebol.

-

Embracing the aims of engaging startups but avoiding publicly supporting the 
chaebol, the Park and Moon governments deployed efforts to develop startups 
as essential resources in chaebol-startup innovation systems.4 They even did so 
using the language of open innovation that had been coined by Henry Ches
brough in 2003. Most notably, starting in 2014, the Park government launched 
nineteen CCEIs across the country’s different provinces and main cities. Each 
had a specific sectoral focus related to the province or city and the partner chae
bol; for example, automobiles in Gwangju Province (Hyundai), games and fin
tech in Gyeonggi Province (KT), and aviation and logistics in the city of Incheon 
(Hanjin) (CCEI 2019). At the CCEIs, startups receive direct assistance from the 
government, but the chaebol are essential to developing an entrepreneurial eco
system around their industrial focus (authors’ interview, Seoul, June 2017). As 
the quote that we opened the book with suggests, the aim of the CCEIs is not only 
to advance the capabilities of the startups that are receiving the mentorship and 
subsidized office space but also to help inject innovative DNA into the chaebol.

-

-
-

-

Another example of startup initiatives that embed the chaebol is the K-Startup 
Grand Challenge, which was launched in 2016 to bring foreign entrepreneurs 
to Korea. The K-Startup Grand Challenge offers foreign entrepreneurs funding, 
office space, and an accelerator program: 5,725 teams applied between 2016 and 
2018, with 85 of them receiving the full set of services offered by the program 
(K-Startup 2018). An indication of its orientation toward involving and benefit
ing large incumbents, rather than purely focusing on startup capacity, is one of 
the program’s objectives. The aim was for participating startups to secure licens

-

-
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ing agreements or partnerships with a chaebol (authors’ interview, Seoul, June 
2017). So, K-Startup success was at least partially predicated on startups securing 
agreements with the chaebol.

In a similar vein, the MSS set up an SME Policy Deliberation Committee 
involving government officials, startups, and the chaebol (MSS 2019b). Chaebol 
were therefore directly involved in the design of startup initiatives. The incum
bent aims are also reflected in the performance metrics of government divi
sions. For the Seoul Metropolitan Government’s startup promotion division, for 
instance, key performance indicators include “joint ventures” between startups 
and large firms (authors’ interview, Seoul, August 23, 2022).

-
-

Both the Park and Moon governments spoke of startup policies as aiming to 
deliver mutual benefit for the chaebol and startups. Therefore, startup efforts 
have the underlying goal of bolstering the innovation capacity of the chaebol. 
Otherwise, they could suffer the fate of big firms elsewhere that declined due to 
an inability to innovate and become stuck with outdated products. As the Seoul 
CCEI manager put it, “The government wants the conglomerates to gain inno
vative DNA by working with startups and the young generation. In the relation
ship, the chaebol get startups’ DNA. Government wanted to involve the chaebol 
as they are dinosaurs. . . . It’s a win-win for the chaebol and startups” (authors’ 
interview, Seoul, June 20, 2017). Both the Park and Moon governments made a 
concerted effort to connect the chaebol and startups (Hsieh 2018). The logic was 
that the former could provide mentoring, funding, or even an exit strategy to the 
latter. Thus, the Park government launched nineteen CCEIs across the country 
to aid startups, with one of the chaebol serving as a corporate partner in each of 
them (CCEI 2019). Furthermore, the government involved the chaebol in the 
design of startup initiatives and the entrepreneurial ecosystem to facilitate the 
successful integration of startups into the Korean economy. And when Moon 
came to power, he included mutually beneficial cooperation in his five-year plan. 
The government was openly indicating that it wanted startups to work together 
with the chaebol.

-
-

The nature of the chaebol-startup relationship is not necessarily symbiotic. For 
instance, Park Jae-hyun, the CEO of Ant Institute in Seoul, noted that “because 
start-ups with a good item in the market have no choice but to accept big invest
ments from major corporations, bigger companies take what they need from 
start-ups” and sell them (Lee 2019). Technologies and their emerging markets 
are said to be advanced by startups who are then gobbled up prematurely by the 
chaebol. Despite concerns about early acquisitions by Korea’s dominant firms, 
startup policies continue to involve the chaebol in planning committees and 
implementation partners. For instance, in July 2023, the government announced 
that the Ministry of Trade, Industry, and Energy was leading “a corporate venture 

-
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capital alliance consisting of 42 corporate venture investors including Posco Cap
ital, CJ Investment, GS Ventures and Hyundai Venture Investment” that would 
“band together to create an 8 trillion won ($6.2 billion) venture fund for local 
startups by 2025” (Shin 2023).

-

Employment
“In Korea, to be an entrepreneur, you have to kill two women: your mother and 
future wife”—your mother by virtue of the shame you will bring the family by 
becoming an entrepreneur, and your future wife because of the lost income and 
shame your high-risk career threatens (authors’ interview, Seoul, June 24, 2017). 
This was our interviewee’s retort to questions about the aim of startup policies 
vis-à-vis shifting employment norms. Others made similar points. For instance, 
instead of entrepreneurial experience, the “aim is to work for Samsung, banks, or 
to get a government job” (authors’ interview, Seoul, August 23, 2022). David Lee 
(2019) similarly quipped that “becoming a civil servant—such as a police officer 
or a town hall employee—is one of the most coveted jobs” in South Korea because, 
in addition to the honor, it “ensures a steady payroll, pension and social recogni
tion.” He noted that startups, “with their built-in risk and uncertain future,” are 
the complete opposites. Policy makers work to overcome the entrenched expec
tations that the pursuit of an entrepreneurial career would cause such destruction 
socially and fatally harm one’s family.

-

-

The labor market became more flexible as a result of the EAFC, which caused 
a spike in unemployment in Korea. Higher youth unemployment hovered around 
10 percent throughout the early 2000s. Some chaebol had gone bankrupt. Those 
remaining sought to mitigate job losses among their existing workers by limiting 
firings and relying on natural attrition to reduce their headcounts (Lee 2006). 
At the same time, China’s entry into the World Trade Organization (WTO) in 
2001 resulted in the outsourcing of parts of the production process by Korean 
manufacturing firms, including the chaebol, to their lower-cost neighbor (Chang 
2003, 261). The chaebol, therefore, could not sufficiently provide jobs for young 
Koreans joining the workforce.

In this context, the encouragement of more flexible employment, including as 
entrepreneurs and by joining startups, became a job creation tool. The decrease 
in the chaebol employment opportunities, the increase in governmental support 
for startups, and the availability of nonpermanent job contracts helped facilitate 
an increase in the number of high-tech startups. According to our interviews with 
entrepreneurship center managers and a Seoul government official responsible 
for startup policy, younger Koreans who in the past might have joined one of the 
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chaebol or remained there throughout their career decided to launch their own 
firm instead (authors’ interviews, Seoul, August 30, 2016 and August 23, 2017). A 
case in point is Lee Hae-jin, who left his job at Samsung in 1999 to launch Naver. 
This sort of career move became more common throughout the 2000s.

To make employment more fluid, the government introduced pension porta
bility in December 2005 with the Individual Retirement Account (Korean Law 
Information Center 2008). This allowed employees to take (a portion of) their 
pensions to another firm and, if launching their own startups, to their newly 
established company. Together with defined contribution and defined benefits 
pension accounts, this became one of the three types of private pension funds 
available to workers (Ministry of Labor and Employment 2013). Importantly, 
the introduction of individual retirement accounts also allowed entrepreneurs to 
return to work for a chaebol or another private-sector firm if their startup failed 
without losing all the pension benefits accrued prior to launching the company.

-

Job creation was a top priority of the Lee government, particularly as the GFC 
threatened to result in huge layoffs, as had been the case during the EAFC. To 
begin with, KVIC and the Korea Finance Corporation launched a KRW120 bil
lion Job Creation Fund in 2010, with a second KRW107 billion fund the next 
year. The specific goal of these funds was to invest in VC firms backing startups 
with high job-creation potential. The Korean state was therefore providing direct 
largesse to startups holding the promise to create jobs, including in so-called 
Next Generation Growth Engine industries (KVIC 2024f). By making explicit 
the goal of job creation, the government was also sending the message that fund
ing would be forthcoming to firms helping to reduce youth unemployment.

-

-

In addition, and directly related to job creation for younger Koreans, the 
Young Entrepreneurs Startup Academy was set up in 2011 (KOSME 2017). This 
agency was launched not only to provide funds to would-be young entrepre
neurs—meaning those under thirty-nine years old—but also to offer office space, 
training, and mentoring. The largest barrier to prospective entrepreneurs is a 
lack of managerial, legal, and other skills necessary for people who essentially 
become CEOs and, oftentimes, CFOs once they launch their business (Schoof 
2006). The academy was designed to address this issue.

-

More fluid labor markets were also fostered in 2011, as the Act on the Fos
tering of Self-Employed Creative Enterprises was passed. Self-employed indi
viduals or business entities comprising fewer than five nonregular workers were 
allowed to continue to operate self-employed firms for three years after they had 
expanded beyond five workers. This gave them tax and other advantages, thus 
reducing labor costs. Furthermore, these firms received assistance from the gov
ernment, including, potentially, funding. The act addressed the concern that the 

-

-
-
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creative industries, a potential source of new jobs, were hindered by employment 
costs being higher than they could absorb.

The Park and Moon governments saw startups as job creation tools. As an 
interviewee at the Seoul CCEI put it: “It’s all about job creation. Startups are 
about jobs, not exits or changing the world like in Silicon Valley” (authors’ inter
view Seoul, June 20, 2017). As the MSS pointed out, one of the key metrics to 
determine the success of its fund-of-fund program was the number of jobs it had 
created (MSS 2019a). To this end, both governments actively pursued startup job 
creation programs. They continued Lee’s Young Entrepreneurs Startup Academy, 
rebranded as the Youth Startup Academy, to ensure that poor managerial skills 
did not prevent the continuing operation of successful startups (KOSME 2018). 
The theme of good jobs was important for the Moon government, which stressed 
the need for startups to create high-quality jobs.

-

Focusing on the education system, initiatives strove to increase the entre
preneurial talent available within the Korean ecosystem. The Park government 
continued the BK21 program first established by Kim. Rebranded as BrainKore
a21Plus, this education program again provided financing for universities and 
students, with a focus on funding for students and infrastructure. The Moon 
government continued the program (National Research Foundation of Korea 
2017). This orientation toward upskilling entrepreneurial talent also manifested 
at the regional government level. Notably, in April 2019, the Seoul Metropolitan 
Government announced its Global TOP 5 Start-up City Seoul initiative, which 
included its aim of nurturing “10,000 innovative talents who lead the technology 
startup” as well as increasing the stock of startup office space and enabling infra
structure (Seoul Metropolitan Government 2019).

-

-

-

The Park and Moon governments have also worked to attract foreign talent, 
underpinned by the belief that highly skilled foreigners could be attracted to 
Korea. Seoul launched an entrepreneur visa for foreigners willing to launch a 
startup in Korea. These policies continued under the Yoon government, with his 
team vowing to encourage startups in an effort to create jobs (Choi 2022) and 
the president drawing a direct link between startups and job creation in his 2023 
New Year address.5

While more flexible labor markets could indicate a shift toward Mark I, we 
note that attention has been given to how Korea’s more creative, risk-taking labor 
can serve the chaebol. For instance, an interviewee remarked that “the chaebol 
now hire experienced employees rather than rookies or fresh [straight out of 
university] graduates. As a result, graduates do startups as a means of getting 
experience” (authors’ interview, Seoul, August 23, 2022). While this sparks new 
questions about the intensity or value of the startup activities that young Koreans 
engage in, it suggests some reduction in the linear career path in which graduates 
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of top universities join chaebol straight out of their degree program. The chaebol 
have come to value the experience that their employees gained at startups.

Finance
The EAFC served as a critical juncture to the financing of innovation in the econ
omy. Korea’s domestic banking sector suffered heavily from the EAFC and was 
in a very different shape once the effects of the crisis were over (Jeon and Miller 
2005, 149). In this context, policy makers moved in two directions. To begin 
with, the state sought to further develop domestic capital markets, including VC 
markets. The government launched its own VC funds and created a program 
to provide matching funds for VC LPs. Particularly significant was the launch 
of KVIC by the Roh government in 2005. KVIC underwrites the VC market 
through the thirty-year Korea Fund of Funds (FoF), an investment vehicle in 
private VC funds. The FoF was not directly picking winning firms (or sectors). 
Instead, it was investing in private VC firms that then made their own invest
ments into high-growth startups (Thurbon 2016). KVIC fostered private invest
ment by promoting participation by institutional investors and pension funds 
while working to boost the number of angel investors (KVIC 2024d).

-

-
-

The Korean government used financing to address one of the perceived weak
nesses of startups: their failure to commercialize innovative products. The Min
istry of Information and Communication established business incubators, called 
iParks, in eight locations across the world, including Silicon Valley and other 
innovation centers. These incubators provided startups with free office space and 
mentoring and enabled the establishment of partnerships with local commer
cial entities (Thurbon and Weiss 2006). In a similar vein, the Kim government 
launched Korea BioValley in San Diego, California, in 2002. The focus was on 
biotech innovation, with the government building the infrastructure and provid
ing below market rate or free leases to companies in this sector (Niiler 2002).

-
-

-

-

In addition, in 2012, the National Assembly passed an amendment to the Korea 
Technology Finance Corporation Act. The amendment allowed the Korea Tech
nology Finance Corporation—founded in 1989 as the Korea Technology Credit 
Guarantee Fund—to provide equity investment to early-stage venture businesses. 
This was a significant change insofar as the government had previously provided 
loans or credit guarantees to startups or to firms financing them, such as VC 
firms. But the government could now have a direct equity stake in startups.

-

Equity funding for startups substantially increased under the Park and Moon 
governments. KVIC continued to be a main source. It took a more nuanced 
approach, with the launch of three new funds to provide more targeted largesse.6 
Seeking to tap into private funding, KVIC also launched two joint funds under 
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the Park and Moon governments, respectively. The KEPCO FoF was launched 
in 2015. With a fund size of KRW52.5 billion by the end of 2018, its focus was 
to boost the power and energy sectors as well as ICT startups in both Gwangju 
and South Jeolla Province. Meanwhile, the KRW110 billion KEBHana-KVIC 
Unicorns Fund of Funds was formed in 2018 to foster startups in the innova
tion ecosystem and, relatedly, to nurture unicorns through indirect investments 
(KVIC 2019, 8). In addition, the Korean government’s long-standing financial 
institutions ramped up their investments in startup. The Financial Services Com
mission pledged KRW7 trillion (US$5.9 billion) for startup investments, and the 
Korea Development Bank and K-Growth committed allocations of KRW8 tril
lion between 2018 and 2020 (Lee 2019).

-

-

-

In the spirit of encouraging Silicon Valley–styled financing for innovation, the 
Park government set up several equity-based investment mechanisms. Managed 
by K-Growth from 2016, the Ladder Growth Fund was divided into separate funds 
specializing in the seed, growth, and later stages of a startup’s life cycle (K-Growth 
2020). KONEX was created as a stock exchange for startups prior to them being 
capable of listing on KOSDAQ. In other words, it was created as a vehicle to pro
vide an exit strategy to startups not yet ready to be accepted for listing on KOSDAQ 
(KONEX 2020). To further foster financing of Korea’s growing startup ecosystem, 
Moon announced a so-called Second Venture Boom in March 2019.7 The focus 
was to help startups to scale up as well as to prevent them from going bust due to a 
lack of funding at the crucial point of working to achieve product-market fit. Build
ing on this commitment to boost the availability of early-stage VC, the National 
Pension Service (NPS) committed US$127.2 million to four Seoul-headquartered 
venture capital funds: SL Investment Co., DSC Investment Inc., Stonebridge Ven
tures Inc., and Mirae Asset Venture Investment Co. (Kim 2021).

-

-

-

The Moon government also launched the K-Unicorn program in 2020 to 
attract private capital—including foreign capital—to select startups with the 
potential to become unicorns. Korea Institute of Startup & Entrepreneurship 
Development (KISED) identified innovative “baby unicorns” (defined as having 
a corporate value less than KRW100 billion) that could graduate to “preliminary 
unicorns” (value over KRW100 billion but less than KRW1 trillion) and then 
become “unicorns” (value more than KRW1 trillion) in their own right (KISED 
2021). As of 2023, fifty South Korean open innovation ecosystem players, includ
ing accelerators, banks, chaebol, government agencies, VC funds, and unicorns 
themselves, had provided funding, mentoring, training, and internationalization 
assistance for these growing startups (KVIC 2023).

-

While the chaebol had been involved in startup financing in tangential ways, 
Korea’s big businesses explicitly entered the country’s growing startup-oriented 
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equity markets, as a regulatory change in 2020 allowed them to run corporate 
VC funds in Korea. The corporate VC regulatory change enabled their equity-
based investments, as “it strictly prohibits expanding into lending among other 
financial service businesses” (Lee 2020). Speaking to the open innovation ori
entation, an interviewee remarked that the change means that “startups have a 
good opportunity to network with the chaebol as investors” (authors’ interview, 
Seoul, August 23, 2022). The government announcement emphasized the mutual 
benefit for startups and chaebol, with the assertion that “large conglomerates will 
be able to seek greater business opportunities and startups will be able to share 
corporate growth strategies including technological development and overall 
management from the capital provider” (Lee 2020). In addition to domestic 
regulations allowing Korean corporate VC, the chaebol continued to operate as 
VCs internationally. For instance, Lotte, a large chaebol, announced its plan to 
open a Silicon Valley VC unit in May 2023. A press release noted that “the group 
established Lotte Ventures Japan Co. last year [2022] with an aim to invest in 
local startups in cooperation with Mizuho Bank, one of the country’s three mega
banks” (Bae 2023). This is a telling example of the involvement of the chaebol in 
Korea’s VC industry.

-

-

The Yoon government furthered this trend toward the chaebol providing 
financial assistance for startups. The minister of Trade, Industry, and Energy, 
Lee Chang-yang, announced in July 2023 an initiative to fund a corporate ven
ture capital alliance with several chaebol to invest more than US$6 billion in 
Korea startups by 2025 (Shin 2023). Also in 2023, the government announced 
a KRW10.5 trillion investment plan to mitigate the global startup investment 
crunch (Pulse News 2023). Part of this decisive action has been in close col
laboration with the chaebol, which, in the case of the corporate venture alliance, 
provided most of the money (KRW8 trillion), while the government itself com
mits to a more modest amount (KRW1 trillion).

-

-

-

Innovation
As Korea sought to find new sources of growth in the aftermath of the crisis, 
startup-fueled innovation became one of the areas prioritized by the govern
ment (Choung et al. 2014). Nimbler, in need of new products, and unhindered 
by internal bureaucratic hurdles, startups were considered to have a competitive 
advantage over their larger peers when it came to the R&D of new technologies 
(authors’ interview, Seoul, June 20, 2017). For the first time, Korea conducted 
technology assessments of nano-bio-info and radio-frequency identification 
technologies (Seong and Song 2008, 38–39). The goal was to harness the exper

-

-
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tise of groups with different knowledge and skills, which could boost frontier 
innovation. Thus, as Korean startups moved into internet technologies, Korea 
Trade-Investment Promotion Agency (KOTRA) began launching themed pro
grams in Silicon Valley, including Invest KOREA Online in 2003. The iPark Sili
con Valley, established with government funding in 2000, was the first of the gov
ernment’s incubators to open globally, which underscored the primacy of efforts 
to develop close relations with Silicon Valley and thus advance national capacity 
toward the technological frontier (Thurbon and Weiss 2006, 12).

-
-
-

The Korean state felt that the national education system might be inadequate 
to develop the necessary human resources to promote innovation at the techno
logical frontier. In 1999, the Ministry of Education and Human Resources Devel
opment launched Brain Korea 21. This was a US$21 billion, seven-year education 
project aimed at supporting and developing graduate schools that could produce 
creative knowledge. All areas of knowledge received funding, but the emphasis 
was on natural and applied sciences. Most of the funding went to students and 
infrastructure to ensure that it reached its intended beneficiaries (Moon and Kim 
2001, 99). Brain Korea 21 was subsequently renewed by the Roh government and 
survived until 2012.

-
-

Dating back to the 1980s and especially in the 1990s, Korea feared that it 
would be sandwiched between “high-tech” Japan and “low-cost” China, leading 
to both a lack of competitiveness and the hollowing out of its industry. This was 
the economic iteration of the centuries-old “shrimp among whales” syndrome 
(Pacheco Pardo 2022), whereby Koreans feel that their well-being is not in their 
hands but instead depends on the actions of bigger countries in the region. In 
the aftermath of the GFC, and with China attracting an ever-growing number of 
manufacturing jobs and moving up the value-added chain, this fear intensified. 
The feeling was that Korea was in dire need of upgrading its innovation capacity, 
and entrepreneurial thinking was construed as an important element for making 
this shift.

From the Lee government’s perspective, boosting Korea’s basic research capa
bilities was necessary if it was going to compete at the technological frontier. The 
Ministry of Education, Science, and Technology (MEST) was entrusted with this 
task. Already from the 1980s onward, it was clear that the chaebol were leading 
Korea’s innovation through their internal R&D units rather than in cooperation 
with public bodies (Mok 2013). By bringing together education and S&T under 
the same ministry, the government was seeking to strengthen the links among 
the country’s school education policy, basic research conducted by universities, 
and competitiveness in new technologies fostered by the chaebol and startups. 
This included an education policy fostering basic skills and creativity. This was 

-
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coupled with an S&T approach based on greater funding for such high-risk, 
high-return areas as biotechnology, brain research, and nanotechnology.

The ongoing need to compete at the frontier stage continued to be a driver of 
the Park and Moon administrations’ startup policies. Park established the Min
istry of Science, ICT, and Future Planning upon starting her term in office. This 
so called super-ministry had control over all government R&D funding as well as 
all S&T policies (Larson and Park 2014). When Moon took office in 2017, it was 
succeeded by the Ministry of Science and ICT, which retained broadly the same 
competencies, as his government focused on the Fourth Industrial Revolution. 
Within this wider setting, the Park and Moon governments targeted startups 
for the purpose of boosting national innovation capacity, especially those in the 
services sector (OECD 2014, 36). A key reason behind the focus on startups 
was the belief that the chaebol might find it more difficult to innovate in new 
areas due to their strength in existing sectors. Since the chaebol were stronger in 
manufacturing, the government could see startup-centric innovation in services 
to compensate for the chaebol weaknesses.

-

The Yoon government then introduced a regulatory change to spark innova
tion new to Korea and still relatively rare across Asia: negative regulation. For 
the first time, startups establishing operations in ten innovation special zones 
across the country would be allowed to innovate in an environment in which 
almost everything (except what was explicitly prohibited by law) was permitted 
(Im 2023). The aim was to promote radical innovation by removing regulatory 
constraints on new ideas, products, and services. In addition, the Yoon govern
ment formally announced in March 2023 that it would launch K-BIO Lab Hub. 
Modeled on Boston’s LabCentral, this was to become a hub for the government, 
chaebol, and startups to collaborate in the biotech sector (Hwang 2023). Plus, 
the Seoul Metropolitan Government announced the establishment of the Seoul 
Unicorn Startup Hub, which it claimed would be one of the biggest such hubs 
across Asia once opened (Lee 2023).

-

-

In sum, the aim of startup capitalism in Korea has been to foster the country’s 
ability to achieve its increasingly radical innovation aims. Initiatives have often 
striven to leverage the relative strengths of the chaebol and startups by foster
ing chaebol-startup collaboration in an increasingly open innovation context. 
An interviewee who mentors startups at the CCEI in Seoul explained that the 
expectation today is increasingly that “ideas need to be globally innovative; not 
just copying what is happening elsewhere, and translating it to the Korea context” 
(authors’ interview, Seoul, August 24, 2022). Fomenting Korea’s collective ability 
to innovate at the frontier has involved the incorporation of Mark I radical inno
vation aims, but this has been done in the context of the chaebol delivering these 

-

-
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evolutionary (manufacturing-based) advances with input from startups and an 
increasingly entrepreneurial society.

Social Purpose
Domestic issues—particularly job creation—have been central to the social pur
pose motivating Korea’s startup capitalism. To begin with, the EAFC was blamed 
for the developmental state model itself (Chang 2003; Hundt 2005). In particu
lar, close links between government and the chaebol, and between the chaebol 
themselves, were said to have entrenched corrupt practices that were preventing 
the Korean economy from competing with other developed countries.8 Several 
chaebol had gone bankrupt, and many others laid off staff. This served to fur
ther erode trust in the chaebol, which were seen as not keeping their side of 
the bargain by providing stable employment. The social contract underpinning 
socioeconomic relations for decades was thus undermined (Wang 2007). At the 
same time, democracy was in the process of consolidation, and 1997 brought the 
peaceful transition of power to a liberal president—Kim Dae-jung—for the first 
time in Korean history. A growing number of Koreans expected the welfare state 
to become stronger and the government to become more interventionist in sup
port of the general population.

-

-

-

-

The Kim government therefore came to power with the need to look for a 
new economic model. Given Kim’s own life trajectory—namely, his decades-old 
position as a prominent liberal opposed to previous dictatorial governments—
he was already predisposed to reduce dependence on the chaebol as a source 
of economic growth (Kim 2019). Elected in the middle of the dot-com bubble, 
Kim saw entrepreneurship as a means to spark economic growth, create jobs, 
promote innovation, and diversify the economy. The Kim government thus 
launched an array of plans, regulatory changes, and other initiatives designed to 
make startups more central to innovation and economic growth in Korea. Roh 
Moo-hyun, his liberal successor, would follow suit, seeing startups as unhindered 
by the bureaucratic impediments that rendered innovation more difficult for the 
chaebol (authors’ interview, Seoul, June 20, 2017). Therefore, the Kim and Roh 
governments believed that startups could become a source of high-quality jobs 
along with the chaebol (Klingler-Vidra and Pacheco Pardo 2019).

Lee Myung-bak became the first conservative president in ten years when 
he took office in 2008. The former CEO of a Hyundai unit, he campaigned on 
a platform calling for deregulation and less state interventionism.9 The Lee gov
ernment continued to support innovative startups. The main social purpose of 
Lee’s startup policy was job creation (Klingler-Vidra and Pacheco Pardo 2020). 
This was a continuation of his liberal predecessors’ aim of boosting high-quality 

-
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employment through innovative startups. In particular, the government wanted 
to increase the number of jobs available to younger Koreans who otherwise might 
find it difficult to find high-quality positions. Thus, in March 2010, the Ministry 
of Knowledge Economy announced plans to help talented Koreans become “the 
next Steve Jobs or Bill Gates in the software industry” by backing ten would-be 
entrepreneurs to set up their own company (Bae 2011). Indeed, in his 2012 New 
Year address, Lee mentioned the case of a young Korean entrepreneur who had 
launched a startup and “hired 20 young workers in just one year.”10 This epito
mized the emphasis on startup capitalism’s ability to deliver job creation.

-

The social purpose of encouraging a more creative, risk-taking society came 
to the fore when Park Geun-hye made the “creative economy” one of the cen
terpieces of her inaugural address in February 2013, after mentioning the topic  
during her campaign.11 Her government unveiled a Creative Economy Action 
Plan shortly after, in June.12 Continuing along the same lines, Moon put the Fourth 
Industrial Revolution at the center of his economic policy in one of his first major 
economic speeches in June 2018;13 this was barely a month after his inauguration 
and followed repeated discussion of the issue during his campaign. In October, the 
Moon government launched the Presidential Committee on the Fourth Industrial 
Revolution, tasked with making Korea a world leader in areas such as ICT and 
AI (Sohn 2017). This signaled that the Korean state thought that innovation and 
startups were not optional but rather major elements of the present and future 
of the Korean economy, as both Park and Moon sought to develop sustainable 
entrepreneurial ecosystems.

-

As an official working for the MSS put it, startups are seen as an engine for  
quality employment, especially in acknowledgment that the chaebol cannot 
always provide the number of high-quality jobs that the market demands (authors’ 
interview, Daejeon, August 25, 2017). Park and Moon encouraged entrepreneur
ship through media appearances and visits to startups. They sought to change the 
mentality of the population so that failure in one startup did not result in loss of 
respect or financial ostracism.

-

From the beginning of the Moon administration, social inclusion has been 
named as a driver of startup largesse. To this end, the government launched 
the 2019 Master Plan for Promoting Women’s Entrepreneurship Activities. The 
master plan included several funding lines and guarantee programs to bol
ster female entrepreneurship (MSS 2019b). Considering that the female labor 
force participation rate historically lagged the male rate and stood at 53 per-
cent in 2018 (World Bank 2020c), the master plan was a means to create jobs 
for an underrepresented segment of the population. According to entrepre
neurs we interviewed, women feel that startups provide more flexibility and 
a better work-life balance compared to the chaebol (authors’ interview, Seoul, 

-

-
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August 30, 2016). It therefore made sense to boost job creation through efforts 
to encourage female entrepreneurs. As a reflection of this, already in 2016, the 
country’s startup ecosystem had a higher ratio of female employees compared 
to Silicon Valley and other ecosystems (Korean Startup Ecosystem Forum 
2016).

In line with the aim of boosting female inclusion in employment, the MSS 
announced a US$465 million package as part of the 2019 Master Plan for Pro
moting Women’s Entrepreneurship Activities, along with a US$7.85 billion pub
lic procurement program to purchase products from women-led startups. The 
objective was to promote women-led startups through the provision of special 
guarantees, R&D assistance, and purchases (MSS 2019c). The explicit encourage
ment for female entrepreneurship also continued during the Yoon government 
via the MSS (Kim 2023). In March 2023, for instance, the MSS launched a new 
women’s venture-fostering project that targets “female startups with less than 7 
years of entrepreneurship” and provides “a comprehensive support system such 
as customized education and mentoring, commercialization fund support, and 
cooperative networks” (Dave 2023).

-
-

-

Thus, despite the wider imperative of technological innovation as a means of 
bolstering national security vis-à-vis North Korea, much of the social purpose 
underpinning Korea’s startup capitalism is domestic-oriented. Job creation and 
social inclusion are the rationales often given when startup policies are launched.

Continuity and Change in Korea
Korea’s first big wave of help for startups took place following the EAFC. With the 
chaebol criticized for their alleged role before and during the crisis, and inspired 
by the ongoing dot-com bubble, the government championed startups as the cen
ter of its economic policy. There was a degree of continuity with the approach 
taken prior to the crisis, but there was a rapid increase in the provision of equity 
investment, a move toward radical innovation and more fluidity in the labor 
market. However, these shifts have happened in the context of a continued focus 
on large firms, with startups contributing to their open innovation systems. Fig
ure 3.1 summarizes the evolution of firm size, employment, finance, innovation, 
and social purpose in Korea’s startup capitalism.

-

-

Throughout its different phases, the institutional foundations of the Korean 
developmental state have evolved, though the chaebol remain central to the inno
vation system. The social purpose has not changed significantly and remains 
centered on job creation, though the external security threat is an important 
motivator for economic and technological performance. Employment, financ

-

-
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ing, and innovation have all moved in the direction of Mark I logics, becoming 
more fluid, equity-based, and radical, respectively. While those three institutional 
areas move toward scores of 3, the size of firm central to innovation remains, on 
balance, closer to the Mark II end of the continuum (with a score of 2 in fig. 3.1). 
This reflects the fact that while direct state support for the chaebol   has become 
less politically salable, startup capitalism is oriented toward indirect help for the 
chaebol and encouraging cooperation between startups and the conglomerates. 
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  FIGURE 3.1. Analyzing Korea’s institutional evolution: antecedents to startup 
capitalism  

Th us, figure 3.1 portrays the relatively modest movement, over time, toward 
startups as important contributors to innovation. The starting point for firm size 
in figure 3.1 illustrates that the chaebol were the main beneficiaries of govern
ment efforts to drive innovation up to the 1997 EAFC. Korean governments 
throughout the catch-up growth state involved the chaebol leaders in the deci
sion-making and implementation processes. The situation has evolved slightly 
post-EAFC, as largesse for innovation has often been directly linked to support 
for startups. However, startups have been portrayed as fueling chaebol - led open 
innovation systems. The chaebol   are involved in initiatives that intend for them 
to achieve mutual benefit through their interaction with startups. In this sense, 
startups have not been construed as disruptors. While startups now play more 
of a role, the center of gravity of Korea’s startup capitalism with respect to firm 
size remains focused on oligopolistic competition, and thus the illustration of 
firm size in figure 3.1 remains closer to the Mark II variety of startup capitalism. 

-
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Korea’s labor market has become more fluid over time, moving close to—
but not achieving—a score of 3 in figure 3.1. The antecedent period is illus
trated as close to a permanent employment ideal, consistent with Mark II. This 
is because, throughout the catch-up growth period, employment in Korea was 
defined by the chaebol-based permanent employment model, whereby workers 
could expect steady income and benefits as they climbed up the corporate ladder. 
Certainly, the benefits associated with employment in the chaebol have contin
ued, including higher salaries and generous pensions. But at the same time, this 
implicit social contract broke down. This began with the EAFC and the rela
tively high youth unemployment it brought. Startups were increasingly seen as a 
socially acceptable source of employment. This was reinforced through policies 
that encouraged fluidity, including pension portability, education programs, and 
funding for entrepreneurial ventures. While flexibility has advanced and many 
graduates now seek startup experience, such undertakings are often assumed to 
lead to the procurement of long-term employment with a chaebol.

-

-

-

The financing for innovation has also seen a shift in the direction of a Mark I 
setting but, again, not convergence on this Silicon Valley type. Figure 3.1 shows a 
score of 3, reflecting the proliferation of equity-based financing, especially in the 
post-EAFC context. In the classic developmental state setting, state provision of 
credit to (large) firms was core, and as such, Korea’s antecedent score for financ
ing was 1. Korea’s financing has evolved from that bank-based characteristic, as 
equity-based financing activities have proliferated. Successive governments have 
launched VC funds, startup-friendly stock exchanges, and more. In line with the 
persistence of the chaebol as central to Korea’s innovation system, since 2020, 
the government has enabled the oligopolistic firms—including long-established 
chaebol like Samsung and new ones like Naver—to operate as important equity 
investors in Korea’s startups.

-

In a similar way, there has been a shift—like the one seen in Japan, but about 
a decade later—from catch-up toward the technological frontier. As a result, 
Korea’s antecedent period’s innovation was scored as 1 in figure 3.1, reflecting 
the incremental nature of its innovation. Innovation from the 1960s to the 1990s 
was based on a catch-up approach. Korea was trying to climb up the innovation 
ladder by making use of government investment and cheap labor to compete 
with more advanced countries. A shift started in the 1980s, with the govern
ment and several of the chaebol seeking to compete at the frontier. Since Korea 
achieved developed country status in the 1990s, there has been a concerted shift 
toward innovation at the technological frontier. In this context, the Korean gov
ernment has seen startups as the solution to the potential problem of the chaebol 
not being able to compete at the frontier stage. Startups could be partnered with 
the chaebol to complement and boost their ability to deliver novel technological 

-

-
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innovation. Thus, Korea’s startup capitalism’s innovation orientation is scored as 
a 3, reflecting this movement toward radical innovation.

There has been persistence in the social purposes motivating startup efforts. 
Job creation and an injection of innovative ideas and talent into the chaebol 
underpin initiatives. In line with other East Asian cases, these domestic social 
purposes and the desire to compete at the technological frontier as a means of 
engendering economic competitiveness and national security have been consis
tent. As a result, figure 3.1 illustrates this with both the antecedent and startup 
capitalism epochs having the same score of 3, a combination of domestic and 
external social purposes.

-



82

4

TAIWAN

“The government does not intend to tell businesses what to do or what not to 
do,” President Tsai Ing-wen explained in response to criticism by TSMC Chair
man Morris Chang in October 2017 (Taipei Times 2017). Chang had lashed out 
after the announcement about industrial policies that would focus on building 
new sectors, like biotechnology, green energy, and smart machinery, rather than 
champion the all-important semiconductor sector. Chang’s reasoning centered 
on how important semiconductors were to the Taiwanese economy and society. 
According to Chang, the country faced an existential crisis in which the “Silicon 
Shield” supplied by the global position of semiconductor manufacturing firms 
(Klingler-Vidra 2023; Cheng and Li 2021), especially TSMC, was being threat
ened. Tsai’s response that she did not intend to help Taiwan’s semiconductor 
giants was consistent with Taiwan’s policy approach since the onset of the twenty-
first century to widen the pool of entrepreneurs in new industries rather than to 
shore up the competitive positioning of its dominant firms and technologies. It 
was also in line with Taiwan’s long-established orientation toward encouraging 
technology-centric startups rather than coordinating capacity-building among 
large leading firms.

-

-

As this semiconductor vignette suggests, Taiwan offers a different starting 
point, and thus a distinct continuity-change trajectory, in comparison to the two 
previous cases. The key difference is that the Taiwanese developmental state is 
characterized as being oriented toward small high-technology firms in select 
(critical) technologies. Volumes of research assert that Taiwanese industrial 
policies favored small firms (see Amsden 1985, 2001; Simon and Kau 1992; Yu 
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2012).1 For instance, Karl Fields (1997, 125) notes that the Taiwanese state’s ties 
with its “less concentrated private-business sector” were “decidedly more par
ticularistic, diffuse and distant than those in Korea.” In placing Taiwan in East 
Asian business systems scholarship, Richard Whitley (1992, 53) similarly asserts 
that the “dominant feature” is the “small size of most firms.”

-

Thus, the Taiwanese case offers the opportunity to analyze continuity and 
change for the developmental state characterized as closest to the Mark I mode 
in its antecedent period. As this chapter shows, though its lead firms, notably 
TSMC, have adopted open innovation tactics, the Taiwanese state has largely 
exhibited continuity in its aim of widening entrepreneurial markets rather than 
fostering oligopolistic competition.

antecedents: Taiwan (1949–1970)
Taiwan’s economy has long been depicted as small-firm dominant, relative to the 
other East Asian developmental states of Japan and Korea. The small-firm orienta
tion was fostered by public policies as the state drew on a variety of “financial regu
lations, tax and labor laws” to provide “strong incentives to limit firm size” (Fields 
1997, 130). The early focus on small firms is explained, by Robert Wade (1990) and 
others, as being due to the Kuomintang (KMT)’s desire to ensure that indigenous 
Taiwanese entrepreneurs would not pose a rival center of power to the martial 
law–era government.2 Analysts have observed that the Taiwanese state, from the 
martial law era, pursued technology- and small-firm-led “economic growth as 
congruent with, if not central to, enhanced national security” (Pempel 2021, 15).3

-
-

The regime’s interests in encouraging a flexible labor market focused on encour
aging entrepreneurs leading export-competing firms. There’s a well-known saying 
in Taiwan that it is “better to be the head of a cock than the tail of a cow” (Kung 
and Yen 2018, 59). Said another way, it is better to be an entrepreneur and lead your 
own small company than it is to be an employee of a large company. Analysts note 
that in Taiwan, “workers generally did not picture themselves as lifetime industrial 
laborers; rather, a sizeable number were using their job to accumulate enough capi
tal to start their own enterprise” (Gold 1986, 89). Despite the cultural values favor
ing entrepreneurship as a form of employment, in Taiwan’s early years, the talent 
pools, especially for science and technology-based entrepreneurship, were limited. 
J. Megan Greene (2008, 41) notes that “relatively few highly trained scientists and 
technicians had fled to Taiwan with the KMT”; they instead moved to the United 
States and Europe.

-

-
-

Rather than focusing on catch-up aims, policy sought to boost innovation 
capacity toward the world’s technological frontier. Analysts observed that they 
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could see the gradual emergence of an overarching science policy from when 
the father of Taiwan’s economic miracle, Kwoh-ting (K. T.) Li, pursued strate
gic efforts to boost the talent pool for technologically oriented entrepreneur
ship (Kuo 1983). Li’s perspective was that the success of policies to incentivize 
small firms’ science and technology prowess were “vital to Taiwan’s future eco
nomic prosperity, and perhaps, political survival” (Winckler and Greenhalgh 
1988, 219). Technology-centric economic competitiveness would help Taiwan 
to survive as a state and demonstrate the performance of the non-Communist 
approach (Amsden 2001). Yet Taiwan’s small firms were said to not naturally 
invest in significant R&D or upgrading. Instead, Whitley (1992, 55) characterizes 
the tendency for Taiwan’s small firms’ “technology investments” to be “short term 
so that they can be written off after a few years.”

-
-

-

In this spirit, the state encouraged small firms to export in particular indus
tries through the Nineteen-Point Economic and Fiscal Reform Program (Nine
teen-Point Program) and the Statute for the Encouragement of Investment (SEI) 
in 1960.4 Crucially, the lists of industries eligible for these tax relief initiatives 
reflected policy makers’ assessment of which technologies and industries were at 
the technological frontier at given points in time and central to national capac
ity upgrading (Wade 1990). The SEI was updated more “than a dozen times by 
1980” and specified “categories and criteria of strategic productive enterprises 
singled out for special encouragement” (Gold 1986, 78). To further encourage 
Taiwan’s small firms to invest in R&D, the government offered a series of tax 
incentives, including an R&D tax rebate, a five-year tax holiday for new indus
tries, the accelerated depreciation of investments, and special tax credits for 
new strategic industries (World Bank 1993, 229). In addition, part of efforts for 
improving small firms’ technological capacity was to secure technologies from 
abroad, attracting multinational companies to Taiwan and state firms and insti
tutes transferring technology (see the China Data Processing Center, which was 
the country’s first data-processing and software company, for instance; Breznitz 
2007, 102).

-

5

-
-

-

-

Unlike the Japanese and Korean cases in which significant lines of credit were 
made available to (large) firms, the little money provided to Taiwan’s (small) 
firms came as a mix of equity and debt. The Chiang Kai-shek regime was care
ful to not allocate too much to any company, as the authoritarian leadership was 
worried that a concentration of capital could be used to mobilize support against 
the KMT. Finance for industry was “tightly controlled” (World Bank 1993, 20), 
allocated in small increments and through state-run banks. Small firms instead 
sought equity-based financing and loans from friends, family, revolving credit 
associations, and the unrelated “curb” loan clubs (Fields 1995). Another alterna
tive to domestic banks as sources of financing in the 1960s was the US Agency 

-

-
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for International Development Small Industry Loan Fund and Model Factory 
Program (Gold 1986, 71). With this funding came influence on policy in terms 
of American demands that “pushed for start-up companies,” given the capital and 
individuals available on account of land reforms (Rubinstein 2013, 30). This again 
augured for the early fostering of equity-based, Silicon Valley–styled financing.

Thematic analysis
Firm Size
By the 1970s, the Taiwanese electronics industry—and local firms that were com
peting in this global market—was booming. Thomas Gold (1986, 88) remarked 
that a motivating credo for the era was that “everyone wants to be chairman of 
his own company.” Policy continued to encourage startups’ upgrading capacity 
by helping them “to locate, purchase, diffuse and adapt new foreign technologies” 
(Lall 1996, 208). Policy leaders like Sun Chen noted that there was a need for the 
state, through Industrial Technology Research Institute (ITRI), to provide R&D 
services, as the SMEs did not “enjoy sufficient economies of scale to justify exten
sive spending on R&D” (Greene 2008, 121). With the establishment and take-up 
of the Hsinchu Park by returning overseas Chinese, the government’s startup
centric innovation efforts were crystalizing. Gold (1986, 104) explains that the 
state hoped that “small, innovative companies headed by dynamic Chinese with 
experience abroad, buttressed by government technical and financial support,” 
offered an important niche for Taiwan in global computer and consumer elec
tronics markets.

-

-

-

-

In line with its wider Mark I character, small firms remained essential to 
the technological upgrading effort. The tax rate for profits on high-technology 
investments was set at zero from the 1980s, as small high-tech firms were catego
rized as “strategic industry enterprises” that received a tax holiday (Wang 1995, 
5–6). Policy makers, particularly those on the Council for Economic Planning 
and Development (CEPD), encouraged growing Taiwanese companies such as 
Formosa Plastics and Acer to invest in local startups as venture capitalists. One 
aim was to foster integration between growing firms and fledgling firms and 
entrepreneurs.

-

The term startup, rather than SMEs or small firms, began being used by sci
ence and technology policy makers in the early 2000s. In 2002, Taiwan’s SME 
Administration launched the Business Startup Award, stating that the “purpose 
of the award is to create more Startup companies” (MoEA SME Administration 
2019a). Efforts were taken to boost available talent and financing for startups and 
to position startups as the organizational means for competing in innovative sec

-

-
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tors in the knowledge economy. Already by the mid-2000s, the SME Administra
tion had financially and administratively assisted seventy-nine startup incubation 
centers, sixty-five of which were within, or attached to, colleges and universities 
(Lee and Lai 2005, 2). The 2005–2008 Science and Technology Development 
Plan expanded on these efforts, with the Executive Yuan specifying the promo
tion of startups through the support of: (1) spinouts from R&D undertaken at 
universities; and (2) incubation services for technology-based startups (Execu
tive Yuan 2005). The 2009–2012 S&T Development Plan took a similar tack, 
noting that encouraging “young people to establish their own businesses, and 
thereby transforming R&D capabilities into spin-off companies, will be a key 
method of fostering entrepreneurial innovation” (Executive Yuan 2009, 37). In 
a similar vein, efforts by the Ministry of Education to incentivize entrepreneur
ship included instruction, teaching, and competitions at universities (Executive 
Yuan 2009, 30).

-

-

-

-

Contemporary policy for startups has increasingly centered on fostering links 
with global ecosystems. For instance, in 2015, the National Development Coun
cil established Taiwan Startup Stadium (TSS) as an ecosystem builder; it aims 
to “cultivate globally-minded entrepreneurs and showcase the most innovative 
Taiwanese startups to the world.”6 Another example of a bridge-building initia
tive is the Taiwan Innovation and Tech Arena (TITAN), which was launched by 
the Ministry of Science and Technology (MoST) as a “tech startup ecosystem 
building program” in 2018 and partners with overseas innovation organizations 
in order to provide training and exposure for Taiwanese entrepreneurs (MoST 
2021). Mentorship in the TITAN program is provided by foreign experts, espe
cially in Silicon Valley, as a means of helping Taiwan’s startups to go global, and 
access is equally given to foreign talent looking to establish or grow their startup 
in Taiwan. TITAN, for its inbound efforts, is described by FutureWard as aiming 
“to boost the diversity of Taiwan’s innovation ecosystem by inviting talents from 
all over the world to create the next big thing with Taiwan’s startups” (Future
Ward 2019). In 2022, TTA ran the first iteration of an accelerator program with 
500 Startups in which twenty startups (or those planning to enter the market) 
from Taiwan participated (Kong 2022).

-

-

-

-

While startups persist as key beneficiaries, policy efforts increasingly include 
attempts to foster an open innovation approach alongside large firms. This has 
often been via partnerships with foreign companies rather than big domestically 
based businesses like TSMC. In 2019, the Executive Yuan partnered with AWS to 
create a Joint Innovation Center at the Startup Terrace innovation park (Executive 
Yuan 2019a). The rationale for the collaboration is that with AWS’s “discerning 
vision, technology services and capable guidance,” Taiwan’s startups “will be able 
to grow more quickly and connect to the global market to hone their competitive 
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advantages” (Executive Yuan 2019b). In 2021, ITRI partnered with Arm, a British 
integrated circuit design firm bought by SoftBank in 2016, to run the “IC Design 
Platform for Startups” to “assist startups in accessing critical IP and accelerating 
the launch of competitive products for the global market” (ITRI 2021).

The contemporary open innovation setting is more software- and internet-
based than the strategy of attracting multinational companies for hardware-
focused technology transfer, initiated in the 1960s, but it does offer similarities. 
It also echoes some of the tech transfer aims of ITRI; rather than Taiwan’s gov
ernment entities playing this role, collaboration with leading international firms 
is expected to enable technology upgrading opportunities for Taiwan’s startups. 
The beneficiaries remain local startups, not large firms. In this sense, there is not 
a shift toward Mark II, as Taiwan’s small firms, not its leading oligopolistic firms, 
remain an essential engine for innovation in new cutting-edge technologies.

-

Separate from government policy, large Taiwanese incumbents, including 
TSMC, have embraced open innovation approaches. In 2009, TSMC made head
lines when it announced the Open Innovation Platform, in which the company 
moved to share “R&D efforts with clients” (Kwong 2009). While using the lan
guage of open innovation, however, the platform did not specifically target start
ups but rather their clients in a bid to share R&D costs. On its corporate blog, 
TSMC’s director of market development and emerging business management, 
Lucas Tsai, explained that “since its founding 35 years ago, TSMC has been work
ing with startups across the industry, providing access to its technologies and 
manufacturing capacity to help them grow and thrive” (Tsai 2022). Tsai added 
that at the TSMC Open Innovation Summit, they brought together “startups, 
investors, and other chip innovators to discuss transformational silicon designs” 
and would work in partnership with Silicon Catalyst to run a semiconductor-
focused incubator program (Tsai 2022). TSMC, as part of these activities, made 
headlines in 2023, when a former Kleiner Perkins partner, Wen Hseih, announced 
he was leaving to launch a Silicon Valley–based VC fund, Matter Venture Part
ners, backed by TSMC (Hu and Lee 2023). Thus, while Taiwan’s startup policy 
continues to operate largely in line with its antecedent period in terms of target
ing and striving to benefit a widening pool of startups, some of its lead firms have 
embraced startups as a resource for their open innovation systems.

-

-
-

-

-

-

Employment
Taiwan’s labor market was more fluid and oriented toward entrepreneurship in 
its antecedent period. Over time, though, this propensity has been encouraged by 
policies that further promote startup activity. As such, Taiwan’s focus on upskill
ing and incentivizing technology-centric entrepreneurs has only grown.

-
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Already in the 1970s, Taiwan’s emphasis was on skill development. To increase 
the availability of high-tech talent, Taiwan trained 50 per cent more engineers per 
1,000 population than the United States (Wade 1990). In addition to domestically 
trained talent, overseas talent was also regarded as a bank in a brain circulation 
process, with policies trying to bring computer science PhDs back to Taiwan. 
This was possible, as Taiwanese students had begun moving to the United States 
to study (primarily PhDs in engineering) by way of American-Taiwanese fund
ing programs, such as the US AID, in the 1950s (Greene 2008, 55). From the 
early 1980s, policies saw this overseas-trained talent as a resource that should be 
recruited back to Taiwan.

-

A concerted effort was made to foster an environment that would attract 
such talent with highly paid and intellectually interesting roles at high-growth 
firms. In December 1980, Hsinchu Park was established near ITRI and two elite 
engineering and science-focused universities in a bid to consolidate a hub of 
high-technology startup activity in Taiwan.7 To attract entrepreneurs to set up in 
Hsinchu Park, the state offered “preferential tax and other treatment, including 
low-interest loans and tax-free privileges” as well as subsidies for up to 50 percent 
of R&D costs (Wen and Chen 2014, 229). The state also offered financial assis
tance to entrepreneurs in the form of equity investment in ventures operating in 
the Park. Given these advantages, Hsinchu Park was a crucial means of attracting 
overseas talent (back) to Taiwan’s growing startups, as it quickly came to be “a 
beacon seen by Taiwanese engineers and scientists” working in the United States 
at firms such as IBM, RCA, and Texas Instruments (Rubinstein 2013, 41). Work
ing at public research institutes in Taiwan, particularly ITRI, also proved a boon 
for technology-oriented entrepreneurial talent and inclination (Wen and Chen 
2014, 228). Once engineers gained experience at ITRI, they were open to starting 
and scaling innovation-centric technology businesses. AnnaLee Saxenian (2006, 
190) notes that between its founding in 1973 and 1998, “approximately 10,000 
ITRI researchers left the agency to join the private sector.”

-

-

Encouragement for fluidity in labor markets came from the productive move
ments between Hsinchu and California, coined the Silicon Valley–Hsinchu Con
nection in reference to the interactions between the two startup clusters (Sax
enian and Hsu 2001). The semiconductor connection was initially boosted by six 
Taiwanese engineers quitting their jobs at Silicon Valley’s leading semiconductor 
firm at the time, Fairchild Semiconductor, to return to Taiwan to set up their 
own firms. The connections played a role in UMC’s success, as it “was able to 
conclude agreements with three Chinese-owned startups in Silicon Valley” to 
develop chip design (Lall 1996, 73).8 Pioneer returnees “became role models for 
hundreds of subsequent returnees” (Saxenian 2006, 2). Through these efforts, 

-
-
-
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by the late 1980s, 180,000 Taiwanese engineers had returned, many from Silicon 
Valley (Fuller 2002, 16). The scale of returnees was so immense that there were 
even associations of former employees of American tech companies, like Bell 
Systems. In 1992, for instance, the “Taiwanese Bell Systems Alumni Association 
had some 120 members” (Yeung 2016, 45). At the peak of the impact of this con
nection, in late 1998, 109 companies in Hsinchu Park were founded by returnees 
from the United States (Wen and Chen 2014, 234–235).

-

Despite the positive trend, and because of the phenomenal growth of Taiwan
ese firms in the critical technology of semiconductors, concerns about a talent 
shortage were a common refrain at the beginning of the twenty-first century. 
Growing opportunities in mainland China, among other overseas destinations, 
had meant that the engineering graduates coming from Taiwan’s universities 
would not satisfy hiring demands (Miller 2022). For instance, “a 2005 ITRI study 
found that the country’s semiconductor industry would need 37,500 new skilled 
workers over the next three years,” but the country’s university system could only 
supply 21,800 such graduates (National Research Council 2013). This shortfall 
was worrying, as analysts remarked that Taiwan’s universities, including those 
around which Hsinchu Park was based, had been “viewed mainly as skilled 
labor–creating mechanisms” (Breznitz 2007, 137). Also, while ITRI had acted as 
a crucial training ground for would-be tech-centric entrepreneurs, in the 2000s, 
it was increasingly seeing its staff leave to embark on opportunities in mainland 
China rather than stay to start a company in Taiwan.

-

To retain talent in Taiwan, the government launched education and training 
efforts around startups. In 2003, the SME Online University was created with a 
startup-focused segment as one of six core areas, with others including IT, mar
keting, finance, human resources, and comprehensive knowledge (MoEA SME 
Administration 2019a). Toward the end of the period, the Science and Technol
ogy Development Plan (2009–2012) specified universities for their role in boost
ing entrepreneurship. The plan presented the observation that European and 
North American countries had promoted entrepreneurship in universities, so 
“Taiwan should keep up with this global trend by strongly promoting entrepre
neurship education and related entrepreneurial activities at universities” (Execu
tive Yuan 2009, 38).

-

-
-

-
-

In addition to promoting Taiwan-based entrepreneurship, efforts to encour
age global connections and international exposure were made.9 The Ministry 
of Economic Affairs (MoEA)’s SME Administration cited the Global Entrepre
neurship Monitor (2019) report, which found that Taiwanese entrepreneurs lack 
awareness of opportunities. To remedy this, the agency aimed to deliver inter
nationally linked programs to help ensure that “by taking part in international 

-

-

-
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activities as well as making visits to multinational incubators and accelerators, 
the ecosystems will be filled with diverse possibilities and connecting with world
wide resources” (MoEA SME Administration 2019b). This aim was reflected in 
the From IP to IPO program launch in 2013, “which includes mentoring on ven
ture capital negotiations by entrepreneurs and venture capitalists in Taiwan and 
Silicon Valley, to 40 selected start-up teams each year” (Klingler-Vidra 2018, 90).

-

-

Labor market fluidity has advanced through a concerted push to increase the 
availability of foreign talent for the startup ecosystem. One step toward this aim 
was the creation of the Contact Taiwan Program by the National Development 
Council in 2015. The program is an “all-out campaign to attract talent globally” 
to Taiwan (NDC 2015). With the program in place, the government passed the 
Act for the Recruitment and Employment of Foreign Professionals, which cre
ated an Entrepreneur Visa (Contact Taiwan 2018). Since its passage in 2015, the 
Entrepreneur Visa encourages foreigners to establish a startup in Taiwan that is 
focused on either serving the local market or having Taiwan as its headquarters 
(MoEA SME Administration 2023). Qualifications include the foreign national’s 
ability to secure VC funding or obtain a recommendation from an incubator 
or science park. Also, in 2020, the MoEA established Taiwan Accelerator Plus, 
which includes an international program that offers help to international start
ups interested in expanding to Asia using Taiwan as their point of entry.10

-

-

Startup policies encourage this widening pool of domestic and international 
entrepreneurs to focus on specific emerging industries and technologies, like bio
technology and financial technology (fintech). In 2018, for example, the Finan
cial Supervisory Commission, in partnership with its private-sector partner, the 
Taiwan Financial Service Roundtable, launched FinTechSpace, the country’s first 
fintech-focused coworking space. Speaking at the launch event, the Financial 
Supervisory Commission Chairman Wellington Koo said that “the authorities 
will continue to seek more workspaces across the country for startups at afford
able prices to enable them and Taiwan’s economy to flourish” (Yang 2018). Fin
TechSpace opened with startups founded by foreigners constituting more than 
half of the accepted tenants.

-
-

-
-

To be sure, Taiwan’s employment setting has remained largely aligned with the 
Mark I variety, with policies striving to widen the pool of highly skilled entrepre
neurial talent by encouraging internationally minded entrepreneurship among 
Taiwanese citizens and attracting foreigners to the ecosystem. It remains fluid 
rather than striving for lifetime employment with large firms. Unlike Japan and 
Korea, incumbent Taiwanese firms are not included in the judging process or 
named as intended partners for the startup talent development, nor are govern
ment programs encouraging secondments. Instead, the flexible labor market ini

-

-
-
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tiatives continue to motivate high-technology startup employment and moves 
across geographies and firms.

Finance
In the antecedent period, Taiwan’s state-owned banks directed little credit to 
small firms. These state-owned banks, especially before financial liberalization 
in the 1980s, had significant control over the provision of credit. As a result, start
ups had to seek alternative means of financing, including unregulated and unof
ficial sources (the grey market) (Chu 1999). Policy also provided other forms of 
help for startups, including R&D infrastructure and tax incentives (Fields 2012). 
The state, continuing the SEI practice, offered tax credits of 20 percent for high-
technology sector R&D in the 1970s as well as a five-year corporate income tax 
holiday for “newly established capital or technology-intensive projects” (GIO 
1986, 237).

-
-

Unlike policy makers in Japan and Korea, those in Taiwan worked to ensure 
that equity-based venture capital in the early 1980s was available to technology 
startups. They aimed to foster a local VC market, like that in Silicon Valley, to 
encourage Taiwan’s growing technology firms (Yeh 2006). For K. T. Li, the expec
tation was that a VC market could expand Taiwan’s incomplete financial services 
sector, promote its technology startups, and advance the local use of modern 
management techniques (Saxenian and Li 2002, 140). In 1981, Li organized for 
a group of senior policy makers and select industry leaders to take a study trip 
to the United States and Japan to learn more about VC.11 By the end of the trip, 
Li and his colleagues concluded that venture capital would “integrate capital, 
technology, talent, and management for the purpose of upgrading Taiwan’s tech
nological developments” (Klingler-Vidra 2018, 81). Two years after their study 
trip, Taiwan’s CEPD passed a Ministry of Finance bill—the Regulations for the 
Administration of Venture Capital Enterprises—that gave a 20 percent tax credit 
for first-time VC investors (Wang 1995, 2). The 20 percent tax credit was offered 
to local first-time VC investors if they maintained their high-technology VC 
investment for a minimum of two years.

-

-

In the years that followed, additional efforts sought to boost the availabil
ity of equity-based VC for Taiwanese startups. In 1985, the Chiao Tung Bank 
formed a VC fund by providing capital along with the Development Fund and 
the Sino-American Foundation, with the remaining half of capital coming from 
the American investment bank H&Q. To bring local incumbents into the grow
ing VC market, tax credits were expanded to incentivize local corporations to 
invest as VCs in 1991 (Kenney et al. 2002). VC reinvestment was encouraged, as 

-

-
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tax exemptions were then offered on the capital gains earned by venture capital
ists exiting from their investments in high-technology startups (Koh and Wong 
2005, 26).

-

With the Democratic Progressive Party government coming into office in 
2000, after having run on a platform that promised to lessen the allocation of 
state resources to established industries, except the R&D tax credits for break
through technologies, the state discontinued the 20 percent venture capital tax 
credit. The rationale was that Taiwan’s VC industry no longer needed such help, 
as it had become the fourth largest VC market in Asia (behind Japan, Hong Kong, 
and Singapore) and the world’s third most active, in terms of deal volume, behind 
only the United States and Israel (AVCJ 2005). It was also said to be the Asian 
venture capital market that was “most Silicon Valley–like” (Gulinello 2005, 845).12 
While tax credits were ceased, additional government funding for this early-stage 
equity market came in October 2001, as the Development Fund participated in 
the National Development Plan. The fund raised the remaining 70 percent of the 
money from private-sector investors (Klingler-Vidra et al. 2016).

-

Despite its vibrant venture capital market, the MoEA oversaw several regu
latory changes as a means of trying to encourage even more private capital in 
the VC market. For instance, in 2004, the Amendment of Regulations on the 
Scope and Guidance of Venture Capital Enterprises effectively expanded funding 
channels and eased restrictions on investment scope and fund utilization. Then, 
in 2006, a Relaxed Scope was passed, which made it easier for investors to exit 
their positions by decreasing the required holding time of company securities 
and lifting the limit on share sales. Collectively, the VC and stock market policy 
changes helped to improve the exit environment for equity investors in Taiwan
ese startups.

-

-

Policy makers have worked to expand stock market access for Taiwan’s high-
growth startups and even for foreign startups. The Emerging Stock Board was 
created within the Taipei Exchange in 2002 to help startups access the capital 
market as a “pre-IPO” platform. The ESB was created in response to specific con
cerns about the stringency of rules around listing on the Taiwan Stock Exchange 
and the requirements for several years of revenue, which high-growth startups 
struggled to meet. With this, stock market access was expanded such that the 
number of companies listed on exchange grew to five hundred by 2005, and 
in 2009, the first foreign company listed on the Emerging Stock Board (Taipei 
Exchange 2022).

-

The launch of the InvesTaiwan Service Center in 2010 would further attract 
equity financing—from foreign sources—for the country’s growing technology 
startups. The InvesTaiwan Center had ITRI representatives, as the MoEA was tar
geting foreign investment into growing companies in the information technology  

-
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and biotechnology sectors. Given the contemporaneous signing of the Economic 
Cooperation Framework Agreement with China, the InvesTaiwan Center was 
expected to help address the “many foreign investors [who] have expressed interest 
in investing in Taiwan” (Lin and Huang 2010). As part of the HeadStart Taiwan ini
tiative, the National Development Fund offered US$400 million in matching funds 
for venture capitalists investing in Taiwanese startups (NDC 2014). The HeadStart 
funding included a 40 percent match funding provision, as had previous National 
Development Fund initiatives, to entice international VCs to invest in Taiwanese 
startups. Also, in a bid to attract foreign VC, in 2015, the NDC announced further 
efforts to boost local startups, with plans to co-invest alongside four international 
funds, including 500 Startups and AppWorks (Fulco 2015). Policy makers also cre
ated a bilateral VC fund, run in partnership with New Zealand, in March 2012, 
and in 2017, the National Development Fund established the NT$2 billion Busi
ness Angel Investment Program (NDC 2019).

-

-

-

Continuing with the thrust of equity investment as a primary means of boost
ing innovation in new industries and firms, a major funding development came 
in 2017 with the launch of Taiwania Capital by the National Development Fund 
and private investors (NDC 2017). Taiwania describes itself as the government’s 
venture capital arm; it aims to “boost Taiwan’s economic growth by partnering 
cutting-edge startups in sectors including information and communication tech
nology (ICT), biotech, material, energy and new agriculture.”13 At the other end 
of the equity investment cycle, the Taipei Exchange created the Pioneer Stock 
Board to help companies operating in priority industries access the public equi
ties market.

-

-

-

Collectively, since the deliberate growth of venture capital markets since the 
1980s as a means of providing smart money for technology-oriented startups, 
policies have remained equity focused and have sought to expand the set of 
equity investors geographically (by eliciting international investors) and across 
the early stage (e.g., angels and VCs) and to advance exit venues available for 
selling equity stakes (e.g., startup-friendly stock markets). Thus, Taiwan remains 
closest to the Mark I variety in its equity-based financial system.

Innovation
Already in its antecedent period, Taiwanese policy aimed for the technological 
frontier rather than catch-up technologies. It established technology-specific 
labs, notably the crucial Industrial Technology Research Institute (ITRI) in 1973, 
as a key lab for technological advances. ITRI “received government contracts to 
conduct research programs, develop key technologies and transfer the results to 
industry in a non-exclusive manner” (Tsai 1999, 73). ITRI’s aim was to advance 
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cutting-edge innovation capacity, particularly for integrated circuits via the 1974 
creation of the Electronic Research Service Organization (ERSO). Taiwanese 
engineers called the ERSO mode of technology transfer “R&D: reverse and dupli
cate,” given the emphasis on reverse engineering rather than exploratory research 
(Saxenian 2006, 189).

-

As high-profile initiatives like ITRI and the Hsinchu Park signify, Taiwanese 
policy has long striven to achieve high-tech industrial development. Comple
menting the concerted push in Hsinchu Park, strategies such as the Four-Year 
Plan for 1982–1986 and the Ten-Year Plan for 1980–1989 constituted a con
tinuing shying away from capital-intensive activities and toward technology-
intensive industries, especially computers, telecommunications, and robotics, in 
which small firms could compete. Competing at the technological frontier was 
already essential from the 1980s, given the rise of quotas or tariffs in foreign mar
kets. Owing to Taiwan’s early success, its firms were already facing protectionism 
in key international markets, so new technologies that would not yet be subject to 
trade barriers were backed. Industrial policy demonstrated the push for R&D so 
that Taiwanese firms were competing at the international technological frontier. 
In particular, the Statute for Encouragement of Investment was revised (again) 
in January 1981 by K. T. Li, such that “industries receiving benefits under the 
statute” had to “spend a standard amount of money on R&D” (Gold 1986, 103).

-

-

-

The focus on radical innovation, though, was not entirely smooth, as it still 
relied on the acquisition of foreign technology or on the manufacturing end of 
technologies designed elsewhere (e.g., in semiconductor manufacturing). While 
the acquisition of technology was often done on the backs of key geopolitical con
nections, there were cases, especially around the personal computer (PC) indus
try, where it received growing scrutiny. For instance, in 1982, Apple “clamped 
down on the thriving Taiwanese Apple II cloning industry” (Breznitz 2007, 114). 
There were challenges around the use of intellectual property from US compa
nies, as in “1984, US Customs agents seized Taiwan-made, ERSO-designed IBM
compatible personal computers as fake IBM” personal computers (Gold 1986, 
104). Despite the issues with IP infringement in the development of Taiwan’s PC 
industry, these early imitation experiences helped to establish technical abilities. 
Acer, in particular, had gleaned competitive capabilities in the PC market by the 
mid-1980s (Wen and Chen 2014, 231).

-
-

-
-

Competition at the technological frontier was fostered by the state’s help in 
creating and scaling new firms—or, in Mark I terms, in creating new entre
preneurial pools. Arguably the most successful illustration of this approach is 
TSMC, which was founded in 1986 as a pureplay semiconductor chip fabrica
tion foundry spun out of ITRI’s ERSO.14 TSMC’s approach—which separated 
semiconductor chip design from fabrication, enabling it to produce chips for 

-

-
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a wide range of companies, as it did not pose a competitive threat—aimed to 
super charge the centrality of Taiwan in the global semiconductor industry, the 
critical frontier technology of the time. Though the state helped create TSMC 
initially, it also restricted its strategy, as TSMC was “forbidden to design products 
of its own” so that it would “not rival smaller, private firms” (Fields 1997, 146). 
Furthermore, the “foundry model suited small firms, such as TSMC, trying to 
advance technologically because these firms could learn through serving their 
customers” (Fuller 2013a, 52). TSMC’s focus on foundries—and not integrated 
chip design—suited its international customers and made space for would-be 
Taiwanese startups competing in the space.15

The state continued to focus on the technological frontier. Owing to the suc
cess of its semiconductor industry, the state availed largesse for startups com
peting at the frontier of emerging technological areas, including biotechnology, 
optoelectronics, and green technologies, and not semiconductors (Wong 2005). 
For instance, biotechnology and digital content were named as “twin stars” in the 
2002 launch of the Challenge 2008 project (Lee and Lai 2005).16 In 2006, ITRI 
established a science park in Tainan to boost one of the new priority industries. 
Rather than serving as an extension of Hsinchu and its focus on semiconductors, 
startups in Tainan were encouraged to focus on displays and optoelectronics, 
particularly liquid crystal displays (LCDs) (Kung and Yen 2018, 61). The Tsai 
administration, upon taking office in 2016, offered tax breaks aimed at specific 
emerging technologies (Kuo and Han 2017). It prioritized five industries: green 
energy technology, smart machinery, internet of things, biotechnology, and 
defense industry. As mentioned at the beginning of this chapter, Morris Chang, 
founder of TSMC, expressed his disappointment that the semiconductor indus
try, a critical technology and significant contributor to the Taiwanese economy, 
was to receive little assistance from the government’s plan (Chang 2017; Klin
gler-Vidra and Kuo 2021). As the Tsai administration entered its second year (in 
2017), this priority list developed into the so-called 5+2 Industrial Innovation 
Plan, adding Asia Silicon Valley and the circular economy. The policies focused 
on new technologies and emerging industries rather than semiconductors and 
Taiwan’s oligopolistic firms further leading the market.

-
-

-

-

Social Purpose
Compared to the cases of Japan and Korea, the Taiwanese case has a more 
explicit focus on external motivators, relative to domestic social purposes. This 
stems from the centrality of economic competitiveness to national security—
even its very survival as a state—from the 1970s. Taiwan’s economic statecraft 
was piqued when the United Nations voted to recognize the People’s Republic 
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of China (PRC) in October 1971 and simultaneously expel Taiwan. Taiwanese 
policy makers feared the implications of the “vulnerability of Taiwan’s de facto 
sovereignty” (Pempel and Tsunekawa 2015, 6) and prioritized strategies for help
ing ensure trade continued. Reflecting this reality, the “regime increasingly based 
its legitimacy on its ability to promote economic growth” (Gold 1986, 90). Eco
nomic competitiveness based on high-technology prowess was seen as essential 
to the survival of the (autonomous but little recognized) Taiwanese state.17 At the 
same time, innovation performance had domestic imperatives, as newly imposed 
tariffs and the increasing cost of Taiwanese labor was causing an increase in the 
costs of made in Taiwan products. This expedited the need to move up the value 
chain rather than compete on catch-up technologies on a cost basis.

-

-

Faced with what we would now call a middle-income trap, in the 1980s, Tai
wanese policy makers, in consult with domestic and foreign advisers, focused “on 
high-technology industries: information, biotechnology, electro-optics, machin
ery and precision instruments, and environmental technology industries” (World 
Bank 1993, 133). The “authorities had made it clear that they were completely 
behind the policy of rapid industrialization and trade” and intervened to develop, 
and transfer, technologies (Gold 1986, 90).

-

-

By the dawn of the twenty-first century, the social purpose underpinning its 
startup capitalism remained a mix of domestic and external drivers. Rather than 
being too reliant on the Silicon Shield afforded by its position in the global semi
conductor industry, the state was keen to diversify to emerging technologies. This 
included biotechnology, the green economy, and fintech (Executive Yuan 2001; 
Williams and Chang 2008). The aim was to build global links in these ascending 
technologies. This was evidenced in September 2016, when the NDC announced 
the Asia Silicon Valley Development Plan, which would promote Taiwan’s inno
vation and R&D activities and upgrade its startup ecosystem. The goal of the plan 
is to promote “innovation and R&D for devices and applications of Internet of 
Things (IoT)” and globally integrate “Taiwan’s startup and entrepreneurship eco
system” (Asia Silicon Valley Development Agency 2024). The government has 
been promoting Startup Island Taiwan as a global brand. As part of these efforts, 
in October 2021, President Tsai announced the selection of nine startups as the 
country’s “Next Big” representatives, in a bid to both showcase startups and help 
these companies “expand to global markets” (Yen 2021).

-

-

-

The externally oriented social purpose of fostering global links revealed 
inherent tensions regarding how to reap opportunities in mainland China while 
not exposing the Taiwanese economy to too much of a national security risk. 
Especially considering the Economic Cooperation Framework Agreement’s 2010 
furthering of ties, concerns were heightened. Perhaps the most visible tension 
came from the “the student-led Sunflower Movement” in 2014, which “success-
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fully blocked the ratification of an agreement that would have allowed greater 
Chinese investment in Taiwan” (Lin 2021, 143). The aim was to navigate global 
opportunity, including that in mainland China, while working to retain talent 
and the technological edge in Taiwan.

Domestically, startup capitalism has been motivated as a mechanism to assuage 
rising living costs and slower growth. For instance, in 2008, the KMT candidate, 
Ma Ying-jeou, won and sought to enable closer cross-strait economic relations in 
order to address “slower growth, stagnating wages, demographic decline, a high 
youth unemployment rate, and the inequalities and risks produced by financial
ization” (Lin 2021, 142). Efforts were formalized in the Economic Cooperation 
Framework Agreement, which was signed in June 2010, to boost trade with main
land China. This opportunity to boost operations in China and receive invest
ment from Chinese companies and VCs brought risks, too; Taiwan was ushering 
in unification, so the social purpose of subsequent policies was to achieve the 
delicate balance of benefiting from enhanced access to the mainland while not 
giving away Taiwan’s independence and unique competitive advantages.

-

-
-

As in Japan and Korea, greater diversity and inclusion also increasingly 
inform the rationales given when startup policies are launched. For instance, the 
MoEA SME Administration launched the Women Entrepreneurship Awards in 
2018 and the Women Entrepreneurship Program in 2021. The program offers a 
range of services to bolster the presence and ability of women in the Taiwanese 
startup ecosystem, including “training courses, group counselling, accelerators 
for women, women entrepreneurship competition, financing, and networking, 
to emphasize enhancing the technological and international power of the female 
enterprises” (MoEA SME Administration 2021).

Taiwan’s motivating social purpose has remained more explicitly at the nexus 
of technological competitiveness and national security. The aim of fostering 
national security through its competitive position in critical and emerging tech
nologies has adorned Taiwan’s policy making for decades. While startup policies 
are also construed as a means of job creation and social inclusion, the centrality 
of national security as a motivator tips the balance toward the external end of the 
continuum.

-

Continuity and Change in Taiwan
Taiwan’s policy orientation was firmly established toward small firms already 
in the antecedents era. In this sense, Taiwan offers a different trajectory from 
Japan and Korea, which were large firm–centric at the outset. Taiwan was the 
East Asian state most like a stylized startup nation, given the early encourage-
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ment of startups rather than conglomerates and the corresponding availability of 
early-stage equity investment. Figure 4.1 offers an illustration of Taiwan’s change 
and continuity examined in this chapter and shows it has largely remained closer 
to the Mark I mode.  
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  FiGURE 4.1. Analyzing Taiwan’s institutional evolution: antecedents to startup 
capitalism  

Figure 4.1  illustrates Taiwan’s different trajectory as it begins, and remains, at 
3.5 in the size of firms central to innovation arena. This is owing to small firms 
having long been integral to the Taiwanese state’s growing export-led growth 
competitiveness. 18  Policy in even the antecedent period emphasized the boosting 
the capabilities of small firms by incentivizing R&D and export activity. Taiwan’s 
innovation economy includes giants, like Acer and TSMC. Unlike in the previ
ous cases of Japan and Korea, however, startup policy has not aimed to boost the 
competitiveness of its leading firms and established industries. Open innovation 
efforts have been undertaken by oligopolistic firms independently, and the state 
has invited established firms to serve as investors in VC vehicles. But the thrust 
of Taiwan’s startup capitalism is around widening the entrepreneurial pool by 
inviting foreign talent and directing attention to emerging technologies. Thus, 
small firms—not oligopolies—remain central to its approach. 

-

 Employment has seen a shift toward Mark I’s fluidity (to 3.5), even though it 
began with a score of 2.5 in the antecedent period. The relatively high, and out
ward, movement of the Taiwanese case’s employment context reflects its policy 
orientation that has encouraged high-technology entrepreneurship. In the ante

-

-
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cedent era, manpower programs sent students to study overseas, especially in the 
United States, and programs like the creation of Hsinchu Park worked to entice 
them back to join and lead high-growth firms. A thrust of employment policies 
has been around upskilling talent rather than encouraging entrepreneurship or 
midcareer movements. Over time, this ambition has only grown, targeting entre
preneurial capacity building in specific technologies (e.g., biotechnology, fintech, 
and green tech) and striving for an increasingly international pool of entrepre
neurs. Thus, Taiwan’s labor market is, so far, the most flexible, earning it a score 
of 3.5, as job movements, rather than lifetime employment, have only grown in 
its startup capitalism era.

-

-

Taiwan was an early mover, among the East Asian cases, in promoting early-
stage equity markets for high-growth startups, with VC policies being imple
mented from the beginning of the 1980s. Given this orientation toward equity 
financing for innovation in the antecedent period, the starting point for financ
ing is 3.5 on figure 4.1. That means it is relatively closer to a Mark I character than 
the Japanese and Korean cases, which both began much closer to Mark II (scores 
of 1). Over time, Taiwan’s equity financing has only grown with the advance of 
VC markets and the expansion of startup-friendly stock markets. We illustrate 
this shift with a slight move outward, to a score of 4. This means that Taiwan 
began with, and still has, the financing for innovation scores closest to the Silicon 
Valley Mark I ideal type.

-

-

Continuing with this theme of having more of a Mark I character from the 
start, figure 4.1 depicts Taiwan’s innovation in the antecedents period with a 
score of 2.5. This reflects our observation that, early on, Taiwanese policy focused 
on competing at the world’s technological frontier, not on catch-up technologies. 
Taiwanese policy makers helped fledgling firms compete in cutting-edge indus
tries by acquiring foreign technology and transferring it out of public institutes. 
Technological developments by ITRI were spun out to private companies, nota
bly UMC and TSMC, so Taiwanese firms could compete in global value chains 
in the technology industry. The very success of Taiwan’s semiconductor-centric 
miracle motivated policy makers to encourage startup-centric clusters around 
emerging technologies, such as biotechnology, LCDs, and green tech. The goal 
remains explicitly focused on the technological frontier, with startup capitalism 
aiming to bolster capabilities in new technologies. Owing to this approach, even 
incremental advances in the dominant semiconductor industry are not enabled 
by the state. Thus, the startup capitalism score for Taiwan’s innovation is 4, plac
ing it close to the radical innovation end of the continuum.

-

-

-

Also at an elevated level relative to Japan and Korea, which each scored 3, Tai
wan’s score for the mix of external and domestic social purpose is a 4 across the  
antecedent and startup capitalism eras. This is due to the more explicit national 

-
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security link for Taiwan’s startup-centric innovation efforts from the 1970s onward. 
In this sense, economic statecraft that links techno-competitiveness with national 
security is most striking in the Taiwanese case. Competing at the frontier of radi
cal innovation was pursued in the context of semiconductors from the 1980s. As 
Taiwan established a foothold in semiconductor manufacturing, policies have 
focused on emerging technologies. The value of diversifying innovation capa
bilities in critical technologies has been central to policy making more so than 
job creation and social inclusion aims. Startup prowess does serve these domes
tic aims, especially at times when growth stalls and cost-of-living concerns are 
heightened. But techno-competitiveness retains primacy. For this reason, Tai
wan’s balance remains closer to the Mark I end of the spectrum, with a score of 4.

-

-

-

-

In sum, Taiwan remains closer to the Silicon Valley ideal than the Japanese 
and Korean cases. However, we note that creative destruction is not necessarily 
the aim of startup policy in Taiwan. Rather than disrupting large incumbents’ 
positioning, the objective of startup policies is to foster new entrepreneurial 
pools in emerging technologies. The goal is to catapult capabilities in the next 
generation of critical technologies, not to disrupt the dominant position of oli
gopolies in established industries.

-
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CHINA

Each employee needed to “return to the mindset of an entrepreneur,” quipped 
Alibaba Chief Executive Daniel Zhang when the tech giant announced its plans 
to split into six different companies in March 2023 (Horwitz 2023).1 The Alibaba 
split signaled, to many, the return of China Inc. and the end of the tech crack
down, as Jack Ma was able to again set foot in his home country and Chinese 
regulators offered big tech a way forward. Alibaba and the Jack Ma experience in 
some ways serve as a microcosm of China’s dynamics, especially with respect to 
the state’s engagement with companies in the consumer internet sector. After the 
Alibaba split was announced, the leadership detailed plans for the jewel in the 
crown—its cloud computing unit—to be spun out in an IPO. Just a few months 
later, headlines conveyed a retrenching of plans. Due to uncertainties, the Ali
baba Group no longer planned to IPO the cloud computing unit (Zhou 2023). 
In the last weeks of 2023, Jack Ma announced that he was starting a new com
pany (Hangzhou Ma’s Kitchen Food, named after his hometown and focused 
on prepackaged food) (Wakasugi 2023). There is something to be said for the 
significance of such a storied founder (Jack Ma) creating a startup after stepping 
down from the market leader he built. This dynamism runs as a Mark I flavor 
across the Chinese case.

-

-

-

The China case stands in contrast to the enabling role of the state in boost
ing startups in open innovation ecosystems for the benefit of incumbents in the 
Japanese and Korean cases and is also different from the state’s relative avoidance 
of oligopolies like TSMC in the Taiwanese context. This is because some large 
companies, like Alibaba in the platform economy, have faced existential threats 

-
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from other competitors and from the regulatory reach of the state (McKnight  
et al. 2023). Companies operating in hard tech, strategic industries or critical tech
nologies in China are flush with cash, while some firms in the consumer internet 
industry faced the brunt of the crackdown (Economist 2024a; Chen 2022a; Kroeber 
2020).

-

In this sense, China offers the opportunity to study a unique hybrid of Mark I 
and II paradigms, depending on the industry, technology, and timing. For large 
state-backed firms, like SMIC, startup policy stands to complement or even ben
efit its capabilities, but in areas like the platform economy, sometimes oligopo
listic positions face dismantling by the state and existential challenges by gladi
atorial entrepreneurs (Chen 2015; Lee 2018). Even large firms hailed as essential 
competitors for China in its bid for self-sufficiency in various markets speak 
of fundamental threats posed by fellow Chinese competitors. For instance, the 
existential threat that ZTE Corporation posed to Huawei prompted Huawei to 
file an injunction against ZTE in the European Court of Justice in 2015 (Bana
sevic and Bobowiec 2023). This competition from fellow Chinese firms comes, 
of course, in addition to threats from Western firms and restrictions on market 
access (Fisher 2020a).

-
-
-

-

China’s startup capitalism accelerated from the early 2000s but has experi
enced twists and turns vis-à-vis the treatment of big businesses since 2012. The 
eventual entry into the WTO and the EAFC—even if China was not directly 
affected by it—were critical junctures for policy makers, catapulting startup pro
motion. The government has implemented a wide range of policies to make start
ups a driver for innovation and, relatedly, industrial upgrading and job creation 
(Brandt and Thun 2016). For instance, the MIIT led a multi-agency plan around 
China’s advance of its metaverse prowess in which five clusters of startup activ
ity would be boosted (Deng 2023). In critical industries and technologies, such 
as semiconductors, however, the open innovation variety of startup capitalism 
is more evident, and large firms are championed (Pearson et al. 2023), aligning 
more closely with Mark II logics.

-

-
-

-

China is also a valuable case because it is often considered a late developer, 
a juggernaut that is understudied in comparative terms (Heberer 2016; Pempel 
2021). Though not covered in the core developmental state scholarship, as China 
has developed, political economy scholars have revealed how the role of the state 
was crucial in the early stages as China sought to catch up with more advanced 
competitors (McNally 2012). From the outset, China adopted and adapted many 
of the policies used by the East Asian developmental states of Japan, Korea, and 
Taiwan. To start with, the central government strove to be in control of economic 
policy making, but considering its size compared to other East Asian countries, 
implementation was devolved to provincial and local governments. Thus, the 
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Chinese government’s largesse for startups—across the 1978 to 2023 period—
offers an opportunity to study a hybrid of Mark I and II logics operating differ
entially over time and across sectors.

-

Antecedents: China (1978–2000)
Scholarship on China’s political economy emphasizes the role played by the state, 
often beginning with the foundations established by the Republican state (1927–
1937) or the institutions created by the Maoist developmental state (Vu 2010; 
Bell and Feng 2013). The state not only managed economic activity, it owned 
the means of production and banned most, if not all, forms of private enterprise 
(Cai 2008). This changed in December 1978, when Chairman Deng Xiaoping 
announced domestic economic reforms and an open-door policy under the ban
ner of gaige kaifang (reform and opening). In the ensuing years, China followed 
an economic growth model underpinned by gradual market-oriented reform pre
mised on liberalization and greater privatization, export-orientation of domes
tic production, and ever-growing investment (Cao et al. 1999; Yao 2004). Over 
the years, therefore, China’s politico-economic system has come to be known as 
“state capitalism” (Naughton and Tsai 2015).2

-

-
-

In terms of the size of the firm central to innovation, the Chinese context has 
been depicted for the centrality of its state-owned enterprise (SOE)s as well as 
the essential role played by its growing set of innovative entrepreneurs. From the 
1980s, SMEs were expected to develop new “core” technologies (Segal 2003, 29), 
foster industrial upgrading, and create quality jobs. SOEs were not necessarily 
expected to drive innovation, instead mainly operating in utility types of sectors 
that would offer essential infrastructure for the rest of the economy—including 
small innovative firms (Song 2018). At the same time, the technology boom in 
Silicon Valley sparked interest in China, leading to questions about whether it 
could benefit from a similar brand of startup-centric innovation. The Torch Pro
gram and the Zhongguancun cluster were both established in 1988 (Ken 2022).3 
By the 1990s, with the rise of Electronics Avenue in Beijing and other technologi
cally focused startups active across the country, small firms were acknowledged 
for their contribution to innovation activities (Ken 2022). Led by policy makers 
described as “red engineers” (Andreas 2009), both the Deng and Jiang govern
ments passed regulations and established funding initiatives for new entrants 
and their technical upgrading abilities (Wan 2008; Child 2016).4 Thus, in this 
antecedent period, startups were already construed as an engine of innovation. 
Indeed, some of China’s best-known technology companies—and those compet
ing with, or even outperforming in some metrics, American rivals like TikTok 

-

-

-

-
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vis-à-vis Instagram (Campbell 2022)—were launched in this period, including 
Huawei (1987), Tencent (1998), Alibaba (1999), and Baidu (2000).

China’s labor markets were more fluid in the antecedent period than those in 
Japan and Korea were. In line with thinking about new entrants as innovators 
and their ability to absorb surplus labor, employment in startups was promoted 
through initiatives such as the Torch Program’s technology business incubator 
(Breznitz and Murphree 2011). In addition, the government set up different pro
grams to attract both overseas Chinese students and international students inter
ested in setting up a firm in China. For instance, in 1994, the Nanjing Municipal 
Government teamed up with the central government to launch the Nanjing Over
seas Students Entrepreneurship Park, targeting overseas students. At the same 
time, the hukou social registration system began using the language of entre
preneurs to assign points for prospective residents in major cities. In 1998, the 
State Council approved the Notice of the Ministry of Public Security on Resolving 
Several Outstanding Issues in the Current Household Registration Management 
Work, which saw the first specific reference to entrepreneurial activities—“setting 
up” an enterprise. The entry of entrepreneurship on the hukou regulations signals 
efforts to encourage fluid labor markets by linking citizen rights to this form of 
(self-)employment. This all points to some degree of flexibility in the labor mar
ket, even in China’s antecedent period.

-
-

-

-

-

In the antecedent period, China’s financial system differed from those in the 
other cases in its greater openness to foreign sources of financing at an earlier 
stage and to a mix of credit and equity financing. On the one hand, the central 
government oversaw credit provision managed by state-owned banks, akin to 
those in other developmental states (Cheung 2018). At the same time, “back
alley banking” entrepreneurs proved resourceful in finding alternative, private 
sources of funding (Tsai 2002). While state banks provided preferential credit 
to SOEs, from the 1980s, there were efforts to avail equity-based financing for 
growing startups (Lewin et al. 2016). VC, for instance, was legally allowed in 
1985,5 and a year later, the government set up the China New Technology Ven
ture Investment Corporation to provide VC funding (Kenney et al. 2002).6 Man
aged by MoST and funded by MOF, Innofund was set up in conjunction with 
the Torch Program in 1999 to provide financial assistance to startups through a 
combination of interest-free loans, grants, and equity (Wang 2013, 133).

-

-
-

The state also expanded stock market access for startups. The Standing Com
mittee passed the Revision of the Company Law in 1999, which allowed high-tech 
companies to be listed on the Chinese stock markets and set the groundwork for 
preparing to establish a separate high-tech stock exchange market. The existence 
of the Shanghai and Shenzhen stock markets and high-tech companies that could 
go public on those markets meant there were exit venues for high-growth start

-

-
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ups. In this period, most tech firms listed in Hong Kong—with the city having 
rejoined China in 1997—and Shanghai or Shenzhen, plus, in some cases, New 
York. Thus, while large firms drew on debt financing, the state enabled financing 
through a mix of equity-based mechanisms (e.g., VC and stock exchanges) and 
debt (e.g., startup-focused loans).

The government put technological upgrading at the center of its development 
model. In 1980, the State Council established the Patent Office of the PRC. Set 
up only one year after the start of the reform and opening period, the office sig
naled that the Deng government wanted to make innovation part of the develop
ment and growth strategy (Simon and Goldman 1989). The Deng administration 
launched an innovation policy based on a dual strategy: to focus on catch-up 
development while planting the seeds for China to eventually compete at the 
frontier stage (Liu et al. 2011, 921). This period is depicted as evolving “from 
copying” to “fit for purpose” by George Yip and Bruce McKern (2016, 13), as 
entrepreneurs moved from imitation toward improving their products to address 
customer needs. The biggest institutional breakthrough came in 1985, when the 
Communist Party of China (CPC) Central Committee passed the Decision on 
the Reform of the Science and Technology System. This allowed for further deci
sions to expand the autonomy of R&D institutes, opening the gates to the estab
lishment of high-tech industries development zones (HIDZ)—which paved the 
way for the Torch Program’s business incubators—and for the institutes them
selves to see members of their research teams spin-off into high-tech startups.

-
-

-
-

-

The ultimate motivation for the investment in upgrading technological capac
ity was clear; “indigenous technological capability would mean that” for the first 
time in centuries, “China would be actively involved in defining, not just accept
ing, international technological standards” (Segal 2003, 3). In 1986, the State Sci
ence and Technology Commission (SSTC) launched the State High-Tech R&D 
Program, also known as the 863 Program, to bolster indigenous innovation capac
ity (Zhi and Pearson 2016).7 To be sure, China’s antecedent period is characterized 
by the development of catch-up capabilities and incremental innovation prowess 
on a path toward indigenous innovation at the technological frontier.

-

-
-

-

The domestic aims of balanced regional development and job creation were 
central to China’s social purposes in promoting small firms in the antecedent 
era. Domestic concerns in the form of equitable growth, particularly balanced 
regional growth across the country, have been central. This decentralization 
objective was an acknowledgment that the central government could not direct 
growth across such a geographically extensive and diverse country (Lin and Liu 
2000; Cai and Treisman 2006). Local governments were motivated to develop 
economic activity, such as high-technology clusters of startups, as they could 
raise fiscal revenue through selling their land-use rights due to the 1988 con-
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stitutional amendment that allowed for the transfer of land use rights to private 
investors (Yip and McKern 2016). Launched in 1987, the Wuhan East Lake Hi-
Tech Innovation Center therefore served this purpose, while the 1988 Beijing  
(Zhongguancun) New Technology Industry Experimental Zone helped bolster 
high-quality employment and production activities in Beijing (Zhou and Liu 
2016). As in the other cases, there were some acknowledgments of external driv
ers in the form of techno-competitiveness contributing to national security. Tech
nological development, fueled by a combination of SOEs and small firms, could 
help reduce China’s dependence on foreign technologies and thus advance toward 
its aim of having a “rich country, strong army” (Segal 2003, 3).8

-
-

Thematic Analysis
Firm Size
State-backed firms, such as SMIC and ZTE, compete in critical technologies, 
semiconductors and telecommunications, respectively. The model for SOE tech
nological prowess has included forming joint ventures with foreign manufactur
ers (Oh 2013). However, policy has also encouraged startups to develop technol
ogy and fight for market share, especially in the platform economy (Deng 2022). 
The elevation of startups came as SOEs were (relatively) sidelined by the Hu 
government—in power from 2002 to 2012—in its push to transform China into 
an innovation powerhouse. Startups were the focus of the Hu government’s poli
cies. This was visible in government procurement incentives, education, funding, 
and training to promote startups around universities and beyond (Lardy 2014).

-
-
-

-

The Xi government, since taking power in 2012, has been more mixed in its 
attention to both startups and large firms. Government policy from the Xi gov
ernment has more to do with the technological application in which a company 
is operating and the degree of independence they assert. Certainly, under the 
Xi administration, the military and, to an extent, state-backed firms have been 
perceived as important components of the innovation ecosystem (Kania 2019). 
Startups access incentive packages, often once they have effectively navigated 
intensely competitive markets, if they were operating in the “right” technology 
sector (Lockett 2022). The competitive innovation context in China is such that 
technology firms regularly work “996”—9:00 a.m. to 9:00 p.m. six days a week 
(Dai and Tao 2019)—or even “007”—twenty-four hours a day, seven days a week.

-

State challenges to, rather than encouragement for, large incumbents reached 
a peak around 2020. Collective regulatory pressures constituted crackdown on 
Chinese tech firms in 2020 and 2021, as regulations served serious challenges to 
some technology sectors, such as online education, while taming others, such as 
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video games. This crackdown was perhaps most publicly visible via the govern
ment’s intervention to block the Ant Financial IPO in November 2020. Billed 
to be the world’s largest-ever IPO, worth US$37 billion, Jack Ma’s financial arm 
listing was halted by the Shanghai Stock Exchange just days ahead of when it was 
scheduled (Zhu et al. 2020). The widely reported reason for the regulatory crack
down was concern about Ant Financial operating as an independent technology 
firm rather than as a bank working in close collaboration with the Chinese state, 
as well as the off-the-cuff remarks Jack Ma made about the need for undertak
ing risk and innovation (Zhong 2020). The dramatic stop to the much-lauded 
IPO further instigated concerns about investing in the Chinese financial system. 
However, in June 2022, headlines abounded that approval for an Ant Financial 
IPO was likely (Chen 2022b), and in spring 2023, Alibaba announced plans to list 
its dismantled six entities on China’s domestic exchanges—moving away from its 
US listing.

-

-

-

Didi also serves as a clear example of a big technology firm experiencing a crack
down and then a reprieve in the form of its listing on a foreign exchange. In July 
2021, China’s Cybersecurity Review Office announced a probe into data security 
practices and placed a ban on the ride-sharing app’s ability to add new users (Yu  
et al. 2021). The crackdown on Didi occurred within days of its IPO on the New 
York Stock Exchange, with the stated reason being that paperwork filed for the IPO 
posed data security concerns. Didi, by listing on an American exchange, is said to 
have posed a national security risk—one that the Xi administration quickly acted 
on. Just under a year later, the Chinese regulator announced that they were conclud
ing their probe and the Didi app would again be available to new users (Zhai and Lin 
2022; Mitchell 2022). But in the intervening period, the message was clear: listing on 
a US exchange was increasingly discouraged , and instead, companies should should 
target mainland Chinese and Hong Kong exchanges for IPOs. In addition, there was 
speculation that Didi and other companies that had listed abroad were to offer the 
Chinese government a 1 percent equity stake and “a direct role in corporate deci
sion” as compensation for their foreign listing (Zhai and Lin 2022).

-

-

-

The BATs (Baidu, Alibaba and Tencent) and also those that were subject to 
the crackdown, like Didi, publicly toe the party line. When Xi Jinping’s thirty-
one-point action plan was published in summer 2023, tycoons like Pony Ma, the 
Tencent founder, gushed, releasing a statement that he was “extremely excited 
and deeply inspired” by the plan (McMorrow and Leahy 2023).

The government’s “techlash” and US-China trade war tensions have meant 
that contributing to national priorities is essential. Startups are welcome to par
take in activities that align with national priorities (e.g., infrastructure-focused 
blockchain), while there are substantial blocks to activity in off-limits arenas, 
such as cryptocurrency (Hai and Klingler-Vidra 2022). Startups that were part 

-
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of China’s arms race in technological competitiveness, especially vis-à-vis the 
United States, have been awash with resources (Clover et al. 2017). Neil Shen, 
Sequoia China’s storied manager, publicly advised Chinese entrepreneurs to align 
with the country’s national priorities in 2021 (McMorrow et al. 2023). Entrepre
neurs told journalists that they remain concerned about whether the changes 
“offer real protection of the entrepreneur class and private ownership” (Yuan 
2023). Collectively, this augurs for a persistent need to fit with party plans, even 
if for publicity purposes, both for startups and incumbents.

-

Employment
Policies have advanced the fluidity of China’s labor market in the twenty-first cen
tury in several ways. Status in the context of the party was boosted when entre
preneurship was elevated as a form of work in 2002 through Three Represents, 
in which the 2002 Sixteenth Party Congress “officially admitted entrepreneurs 
into the Party” (Roland 2023, 527). Thanks to a boom in foreign firm produc
tion facilities in China following WTO accession, worker mobility was growing, 
especially among university graduates. According to a survey conducted in 2010, 
42 percent of university graduates from class year 2008 had already changed jobs 
at least once (Ibata-Arens 2019).

-
-

-

Before the GFC, explicit efforts were made to promote job creation by start
ups. This included the 2006 Tax Incentives for Technology Innovations by Enter
prises, which allowed for staff training costs amounting to less than 2.5 percent 
of salary costs to be deducted before tax. This tax incentive could reduce costs 
that startups bear when hiring and expanding their workforce. Building on this, 
in early 2008, eleven government agencies collectively issued the “Guiding Opin
ions on Promoting Employment through Entrepreneurship” (State Council of 
the PRC 2008). Through this initiative, and as the GFC advanced, high-quality 
job creation became one of the key aims of startup promotion. In particular, the 
government was seeking to drive entrepreneurship among university graduates 
who hitherto would have preferred to join the best-known SOEs or any number 
of foreign firms operating in China.

-
-

-

In addition, the Hu government was widening the entrepreneurial pool by 
introducing policies designed to attract highly skilled overseas Chinese back to 
the mainland. Returnees could launch their own firms or join existing startups, 
reflecting a labor market embracing fluid job movement. As a notable example, 
the Ministry of Human Resources and Social Security launched the Chinese 
Overseas Students’ Return and Entrepreneurship Support Program in 2009. The 
program offered returnees RMB200,000 (approximately US$30,000) if they had 
“outstanding” entrepreneurship projects and up to RMB500,000 (just more than 
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US$75,000) for “key” projects (Central People’s Government of the PRC 2009). 
In short, policy increasingly aimed to widen the pool of would-be entrepreneurs 
who otherwise might have decided to try their luck in their country of study or 
with well-paid jobs with large firms.

The CPC Central Committee and the State Council teamed up to deliver a plan 
to attract highly skilled overseas Chinese into the country’s entrepreneurial pool. 
This reinforced the point that this approach came from the top echelons of power. 
In 2010, the National Medium- to Long-Term Talent Development Plan Outline 
(2010–2020) was established to incentivize the return of overseas talent. These 
entrepreneurs would then receive incentive packages to launch their own startups 
or join existing ones (Central People’s Government of the PRC 2010). Following 
this, the “Opinion on Supporting Overseas Students to Return to China and Start 
Businesses” was issued in 2011 (Central People’s Government of the PRC 2011) to 
help returnees navigate funding, government programs, and other opportunities 
that overseas students might not necessarily be aware of when starting up in China.

Entrepreneurship—rather than lifetime employment—continued to be a pri
ority when Xi came to power in 2012, with “mass entrepreneurship” coming to 
the fore. In 2015, the State Council issued its “Opinion on Furthering the Work 
on Employment and Entrepreneurship under New Conditions” (State Council 
of the PRC 2015b). The document specifies that entrepreneurship should help 
improve employment opportunities and talent development. The State Council 
also issued its “Opinion on Several Policies and Measures to Vigorously Advance 
the Mass Entrepreneurship and Innovation Initiative” (State Council of the PRC 
2015a). This document sought to encourage mass entrepreneurship across the 
country, beyond the high-performing clusters in Shenzhen and Zhongguan. This 
aim for widespread entrepreneurship was amplified in 2018, as the State Council 
published the “Opinions on Promoting the High-Quality Development and the 
Establishment of an Upgraded Version of ‘Mass Innovation and Entrepreneur
ship’” (State Council of the PRC 2018). While these efforts point to more fluid 
labor markets in the sense that entrepreneurship—not employment with estab
lished firms—was promoted, it was not necessarily focused on startup activity. In 
The Labor of Reinvention, Lin Zhang (2023) explains that as digital entrepreneur
ship has integrated with even low-tech rural entrepreneurs—through platforms 
such as Taobao—new firms encouraged by China’s entrepreneurship policy are 
increasingly becoming part of the digital economy.

-

-

-

-

The “13th Five-Year Plan for the Development of National S&T Enterprise 
Incubators” did move explicitly in the direction of startup activity. Officially 
released by MoST in 2017, the plan set a target for startup incubators to create 
over three million jobs and employ at least half a million university graduates in 
the 2016–2020 period (MoST 2017). In 2018, Premier Li Keqiang stressed that 



110          CHAPTER 5

mass entrepreneurship and innovation ought to help stabilize employment and 
drive economic growth (Xinhua 2018). Li reiterated this in 2018 (State Council 
of the PRC 2019). Earlier, in 2016, MIIT Minister Miao Wei had boasted that a 
national development fund set up one year before had already served 120,000 
startups, leading to 4.2 million jobs being created (State Council Information 
Office of the PRC 2016a). In other words, the government was directly linking 
its startup policies to a quantifiable number of jobs more so than the creation of 
disruptive new entrants. The 2019 Mass Entrepreneurship and Innovation Week, 
where Premier Li gave his speech, was held to raise awareness of these policies 
across wider society (State Council of the PRC 2019).9 Then, amid a slowdown 
in graduate job creation in 2021, the government introduced further prefer
ential tax treatment and incentives for graduates launching their own startups 
(Huld 2023).

-

In addition to the significant scope and depth of its policies aimed at incentiv
izing fluidity through the promotion of entrepreneurship, the Chinese state has 
also enabled labor market flexibility by adapting its treatment of bankruptcy. 
Mark I contexts prize business dynamism, which means that firms need to be 
able to form and cease to exist. In this way, bankruptcy regulations shape the 
extent to which labor, and numerous other resources, can be reallocated. Enter
prise bankruptcy was first enabled in China in 2007 for both private enterprises 
and SOEs (Falke 2007). This Hu government regulatory change encourages more 
flexibility, as firms have finally been able to wipe out debt and move on to new 
activities when they fail. However, in the Chinese context, personal bankruptcy 
has remained largely unavailable at the national level. In fact, Shenzhen was the 
only place in China “where local residents can file for personal bankruptcy, as a 
pilot scheme was launched there in March 2021” (Zuo and Huifeng 2023). Col
lectively, bankruptcy regulations have improved in China’s startup capitalism era, 
which augurs for more fluid labor markets. However, there are still limitations 
that mean that China’s employment context does not converge on the Mark I 
ideal type.

-

-

-

Finance
In its antecedent period, the Chinese government had launched a wide range 
of debt and equity funding initiatives to help fill the entrepreneurial funding 
gap. In the post-WTO accession period, the government significantly expanded 
entrepreneurial finance by following a dual strategy: direct (credit) funding by 
the state and development of a Silicon Valley–style (equity) financing system 
(Walter and Howie 2012; Pettis 2013). This included the Jiang government, at the 
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end of its time in office, approving the “Provisions Concerning the Establishment 
of Foreign-Funded Venture Capital Enterprises” in 2001, which made foreign 
equity funding more available (State Council of the PRC 2016b).10

The government’s direct startup funding, in both credit and equity forms, 
was substantially increased in the early twenty-first century.11 For instance, in 
2004, the government launched the Special Fund for SME Development. The 
fund would go on to provide RMB950 million by the end of 2007 to aid SMEs, 
especially innovative activities by micro and small firms (MoST 2004). In 2006, 
the commission issued the “Guidance Opinions Concerning Commercial Banks’ 
Improving and Strengthening Financial Services for High-Tech Enterprises.” 
As the name indicates, this initiative further targeted loans to high-tech firms 
specifically, so debt instruments remained part of the policy mix for financing 
startup-centric innovation.

Grants, subsidies, and incubator provision proliferated in the early 2000s. 
Innofund—China’s version of the US SBIR program—continued to grow its sub
sidy disbursements throughout the early 2000s. In 2004, the Roadmap Scheme 
for the Growth of Tech-Based SMEs was launched. Its objective was to create 
a favorable environment for the development of tech-based startups at various 
stages, bringing together the efforts of different agencies such as the Shenzhen 
Stock Exchange (SZSE), the China Development Bank, the National Business 
Incubator Association, and the National VC Association. The number of firms 
that applied and received funding from Innofund roughly doubled between 2001 
and 2008 (Li et al. 2020, 3).12 In 2006, MoST launched an incubator capacity-
building project as part of the “11th Five-Year Plan on Chinese Tech-Based 
Enterprise Incubators.” The Silicon Valley–styled project included an annual 
budget of RMB20 million to create a national incubation information service 
platform, with local governments encouraged to contribute RMB100 million. 
Finally, the startup incubator system was to be boosted with a RMB200 million 
fund (MoST 2006a).

-

Access to equity funding was boosted via multiple channels throughout Hu’s 
time in power. Government money was made available for equity VC invest
ments, as the Government-Guided Investment Funds were established in 2008. 
The funds were a new form of a state-backed VC fund that had the objective of 
investing in startups alongside, and to contribute to, industrial upgrading and 
public infrastructure (Pan et al. 2021). Third, regulatory changes implemented 
from 1999 expanded the ability of domestic Chinese VCs to operate (Liu 2015).13

Equity advances continued, as, in 2009, the NDRC and MOF established the 
Emerging Industries Venture Capital Program, which enabled the establishment 
of VCs for emerging high-tech industries. Funds had to manage at least RMB250 

-
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million, with the central government providing no more than 20 percent of total 
assets under management, local governments matching that share, and private 
funding exceeding 60 percent. As Vice Minister Zhu Zhixin stated, the Chinese 
government believed that the VC and private equity industry could contribute 
to economic development and industrial upgrading beyond what it had done in 
the past.14 Collectively, regulatory changes and growing activity in the Chinese 
tech startup landscape meant that there was a significant increase in VC funds 
comprised of “ground beetles” and “sea turtles,” foreign VCs, and government 
money (Mallaby 2022).

The balance further tipped in the direction of equity financing, as stock mar
ket access for high-growth startups was expanded. In 2004, the China Securi
ties Regulatory Commission (CSRC) approved the SME Board (SMEB) plan 
to launch a stock market targeting high-tech startups. This would provide an 
essential exit venue for startups, especially those that had raised VC funding and 
needed to produce a sizable return for their investors. The SZSE also established 
a plan to launch ChiNext, a technology startup-friendly stock market. Plans for 
ChiNext had originally been mooted in 1999, and it eventually launched in Octo
ber 2009 (SZSE 2020).15 Together, these plans provided more robust exit options 
for entrepreneurs and, as a result, a more vibrant equity financing environment.

-
-

-

Incumbent firms—including the BATs, which had themselves been startups 
in the 1980s and 1990s—also began to make equity investments as they launched 
their own corporate VCs in the early 2000s (Economist 2018b). Tencent priori
tized investments in seed-stage companies, whereas Alibaba and Baidu concen
trated more on early-stage (e.g., A and B round) financing (Huang and Tian 
2020). Investment from the corporate VC arms of the BATs provided a seal of 
approval to their portfolio companies, and they offered guidance and mentoring.

-
-

The Xi government continued the hybrid debt and equity financing strategy. 
On the state provision of debt front, the government overhauled the STI fund
ing system in 2014 in a bid to provide structure to the hundred-plus preexisting 
and overlapping funding programs.16 STI funding was reorganized into five pil
lars: three programs issuing tenders and two funds. The three programs were the 
National Natural Science Fund, focusing on basic and applied research; the Major 
S&T Projects (Megaprojects), focusing on major key products, technology, and 
engineering; and the National Key R&D Programs, focusing on social welfare 
and people’s livelihood R&D. One of the two funds established—the Technology 
Innovation Guidance Fund(s)—focused on encouraging the growth and activi
ties of innovative startups exclusively (State Council of the PRC 2014).17 On the 
equity side, there have been marked increases in VC funding mechanisms. Start
ing from 2017, the RMB200 billion Venture Capital Guiding Fund for Emerging 
Industries operated through VC funds as well as fund-of-fund vehicles (China 

-

-

-

-
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Innovation Funding 2019). As for the National Fund for Technology Transfer and 
Commercialization, it facilitated the establishment of VC subfunds to enable the 
transfer and commercialization of new technologies (China Innovation Funding 
2020a). Government guidance meant that VCs increasingly prioritized sectors 
in line with the national (security) interest, including software, IT services, and 
pharmaceuticals (Huang and Tian 2020).

Like its predecessor, the Xi government also saw domestic stock markets as 
a preferential exit strategy for startups. As the trade war with the United States 
intensified, the government eased the rules for startups to be listed in ChiNext 
by removing the requirement for CSRC preapproval, allowing loss-making com
panies to be listed and eliminating price limits during the first five days of list
ing (Liu and Galbraith 2020).18 In June 2019, the Xi government also launched 
the Shanghai Stock Exchange Science and Technology Innovation Board (com
monly referred to as the Shanghai Stock Exchange STAR market) (Cheng 2019). 
In a bid to be “China’s NASDAQ,” the STAR market adopted a registration-based 
IPO process consistent with the US process (Hawksford 2019). This new index 
was designed to focus on firms in the high-tech and strategic emerging sectors, 
such as IT, advanced equipment, new materials, new energy, energy-saving and 
environmental protection, and biomedicine (STAR 2020). To make listing easier, 
from the outset, startups listing on the STAR market did not need government 
preapproval, could be loss making, and could issue dual class shares so that entre
preneurs could retain control over operations (Lockett 2019). In a bid to further 
bolster domestic stock market access for startups, in December 2021, the Bei
jing Stock Exchange was launched as another venue for high-growth startups, 
complementing the growing set of options for domestic listings (Hsu 2021). This 
stock exchange specifically targeted innovation-driven startups, which could 
ultimately scale-up and then list on other domestic stock exchanges.

-
-

-

-

-

The Xi government has stepped up measures to keep capital flowing to Chinese 
startups, given a secular slowdown in global tech and rising US-China tensions 
around cross-border tech investments. China’s VC market was jolted by news in 
summer 2023 that Sequoia China would be sawed off from its global operation, 
yielding to pressure that the US government had been applying to VCs investing 
in China (O’Keeffe et al. 2023). Sequoia China was a clear target, given the size of 
its fund; it had raised US$8.5 billion for its China fund, and its partner, Neil Shen, 
had led investments into some of the country’s biggest success stories, such as 
ByteDance, since it was launched in 2005 (McMorrow et al. 2023). Then the Biden 
administration went further in August 2023, enacting an executive order explicitly 
banning US venture capital investments in Chinese startups in critical technology 
arenas, such as artificial intelligence, semiconductors, and quantum computing 
(Swanson 2023). While American VCs had been active investors in Chinese start-
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ups, given political tensions and explicit pressure on larger firms, reports show 
that Silicon Valley investments had already been declining since their 2018 peak 
(van Romburgh and Teare 2023). Given this context, the Xi administration has 
been mobilizing domestic capital for China’s startups. In 2023, the government 
extended existing tax incentives for VCs and angel investors until 2027 (Xinhua 
2023). However, as foreign and private sources of capital have decreased, Chinese 
state funding as a share of startup funding has grown.

In summary, since 2001, China’s financial system has increasingly pursued 
the expansion of startup-friendly equity markets, ranging from VC funding to 
stock markets. While this bodes for an outward movement toward Mark I variety 
features, it is worth noting that the government has also continued its provision 
of credit to enable firms’ innovation pursuits. As a result, the Chinese financing 
for innovation is closer to the Mark I end of the spectrum but remains a mix 
of equity and debt. While the government seems agnostic to the use of debt or 
equity, with time, there is an increasingly clear preference for the direction of 
financing: toward critical technologies.

Innovation
China has moved toward radical innovation and away from the catch-up capac
ity building that characterized its antecedent period. Even as the country was 
attracting a larger number of foreign firms, along with their technology transfers, 
the central government was focusing on creating the conditions for indigenous 
capacity to move from catch-up to frontier innovation. This was epitomized by 
the National Science and Technology Conference of 2006, where the Central 
Committee of the CPC and the State Council issued a Medium- and Long-Term 
Plan for the Development of Science and Technology. The plan indicated that 
the government wanted to turn China into an “innovation-oriented country” by 
2020, with S&T contributing at least 60 percent of economic growth by that year 
(Liu et al. 2011, 920).

-

Part of the move toward radical innovation has involved attempts to simul
taneously encourage both “go global” and indigenous innovation strategies. In 
2006, the MoST and the Ministry of Commerce jointly issued “Several Opinions 
on Promoting Going Global of Technology Companies” (China Policy 2017). In 
this vein, Chinese accelerators in Silicon Valley, such as ZGC Innovation Center, 
which is backed by Zhongguancun, Beijing’s answer to Silicon Valley, has been 
working to attract Chinese founders back (Qing and Rodriguez 2018). The idea 
is that Chinese founders working in Silicon Valley could bring their ideas and 
activities at the technological frontier to Beijing. The Thousand Talents Plan, 

-
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launched in 2008, encouraged those who had been studying abroad for several 
years (the sea turtles, or hǎi uī) to return home. They received generous fund
ing to set up their own research facilities, one-off payments, and other benefits 
(Jia 2018). Once based in a Chinese university or research center, these talents 
could also launch their own startup, or their research could be applied to oth
ers’ innovative firms. On top of that, in 2001, the Ministry of Personnel issued 
the “Measures for Administrating Overseas Students Entrepreneurship Parks”—
policy guidelines for local governments thinking about setting up facilities for 
overseas students to remain (Ministry of Human Resources and Social Security 
2001). In 2009, the MoST released measures to guide technology companies in 
going global, encouraging them to carry out collaborative research and establish 
overseas R&D centers (Wang 2017).

g -

-

The Chinese state has increasingly emphasized the protection of IP rights. 
China had been accused of disrespecting IP rights, with the country’s firms 
moving the value-added chain by allegedly stealing IP from foreign firms (Fuller 
2016, 102). Regardless of the merits of these accusations, Chinese bureaucrats 
determined that domestic firms would not be investing significantly in R&D
centric innovation if there was a chance of IP theft. Therefore, the government 
has developed more comprehensive IP protection frameworks. In 2001, an 
amendment to the Trademark Law of the People’s Republic of China, a com
prehensive review of all aspects related to trademark certification and protec
tion, was introduced. At the same time, the central government also passed an 
amendment to the Copyright Law of the People’s Republic of China. The amend
ment improved the level of copyright protection with reference to international 
treaties (Standing Committee of the National People’s Congress 2001). Certainly, 
these amendments were linked to WTO membership, but the government also 
saw their benefit to stimulate indigenous innovation. It is worth noting that this 
advance in IP protection has not been foolproof; Kai-fu Lee (2018) notes that 
Chinese tech entrepreneurs engage in gladiatorial battles precisely because of the 
poor enforcement of IP protection.

-

-
-

-

A key reason for the government’s drive to get returnees to launch technol
ogy startups is that they tend to have their headquarters and R&D facilities in 
China, unlike foreign firms or even the Chinese diaspora, whose firms tend to 
have their headquarters and innovation facilities overseas and assembly plants in 
China (Fuller 2016, 39–40). This explains why the Chinese government launched 
the Chinese Overseas Students’ Return and Entrepreneurship Support Program 
in 2009 and issued the “Opinion on Supporting Overseas Students to Return to 
China and Start Businesses” in 2011 (Central People’s Government of the PRC 
2011). These policies were aimed at having young Chinese launch their startups 

-
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at home rather than overseas, which would make it more likely that not only 
the headquarters but also R&D would remain there. In 2011, the Thousand Tal
ents Plan was opened to foreigners working in S&T (China Innovation Funding 
2020b). Going beyond what was on offer for Chinese talent, foreigners moving 
to China under the plan would receive additional benefits on top of a relocation 
bonus and research funding. The plan emphasized a preference for long-term 
relocation and set up a path for incentivizing R&D and innovation at the techno
logical frontier in China.

-

-

For the Xi government, capabilities around critical technologies have been 
important, whether advanced by startups or large firms. As part of its emphasis 
on investing in capabilities in particular technologies, the Xi government has 
repeatedly identified “strategic emerging industries,” including “electric vehicle 
manufacturers, biotechnology, renewable energy, artificial intelligence, semicon
ductors and other high-end equipment manufacturing” (Lockett 2022). The Little 
Giants program by MIIT, announced in 2018, was designed to foster innovation 
in high-tech sectors such as semiconductors, machinery, pharmaceuticals, or 
biotech—as identified in the Made in China (MIC) 2025 initiative. Little Giants 
program participants received preferential government investment, cheap loans, 
tax breaks, and help with recruiting talent to enable them to scale-up (McMor
row et al. 2023). Successful firms could then graduate to “Manufacturing Cham
pions,” receiving even stronger state backing as they achieve scale (MIIT 2022).

-

-
-

Chinese innovation policies have delivered on these aims of competing at 
the world’s innovation frontier. The country has achieved world-class high-tech 
capabilities in sectors such as AI or 5G (see Allison and Schmidt 2022), but 
debate persists about the prowess of Chinese producers, especially SMIC, in the 
all-important semiconductor industry. The BATs had achieved remarkable posi
tions in segments of the global technology sector, including Alibaba becoming 
“the world’s largest business-to-business Internet portal” and Tencent achieving 
global success with the WeChat app (Yip and McKern 2016, 11). Taking the case 
of AI, many were startups launched from 2014 onward (Crunchbase 2020), and 
were already operating overseas only a few years after being set up (Ruehl 2020). 
In the semiconductor industry, repeatedly hailed as crucial to national security 
and specified as such in MIC 2025 as well as in the fourteenth five-year plan, 
which called for “technological independence” (Fuller 2019), assessments are 
more sanguine. HiSilicon, the semiconductor subsidiary of Huawei, and many 
of the other semiconductor firms are making marking advances in fabless chip 
design and foundry capacity (Klingler-Vidra and Hai 2024). However, China 
continues to have less than 1 percent of the global market in the end-product 
category, according to HIS iSuppli (Thomas 2021).

-
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In contrast to the ongoing debate about whether Chinese capabilities are 
already at the technological frontier (especially in semiconductors), there can be 
no qualms about whether the ambition of China’s startup capitalism is to deliver 
incremental or radical innovation. It has unabashedly moved outward, toward 
radical innovation, and thus closer to Mark I aims.

Social Purpose
China’s post-WTO accession period coincided with a clearer strategy to develop 
Silicon Valley–style entrepreneurial ecosystems. Such startups were, by this 
period, increasingly featured in China’s innovation policy (Fannin 2008). Start
ups and entrepreneurs received the greatest sociopolitical recognition possible 
when, in 2002, they were granted the right to join the CPC (Wilson 2007, 239). 
Membership in the CPC was implicit recognition that entrepreneurs were an 
essential component of the Chinese state. At a more material level, successive 
administrations increased financial assistance for startups.

-

China’s startup policy continued to fulfill the two social purposes established 
at the outset of the reform and opening period: diversification away from SOEs 
and balanced regional growth. To begin with, private-sector-led technological 
catch-up supported the overarching goal of reducing dependency on SOEs in a 
gradualist way, accommodating differences among party leadership and across 
key institutions (Bell and Feng 2013).19 The 2001 “Five-Year S&T and High-Tech 
Industries” plans made this clear and were followed by a set of programs and reg
ulations to ensure that entrepreneurs had the best conditions to innovate (Stand
ing Committee of the National People’s Congress 2002b): the 2003 “Opinions on 
Further Improving the Operation of High-Tech Enterprise Incubators,” issued to 
set up a special fund to launch and grow startup incubators (MoST 2003), and the 
2005 “Measures for Accrediting and Administering Tech-Based Enterprise Incu
bators,” issued to set up the guidelines for incubators (MoST 2006c). Through 
these policy initiatives, the Chinese government was diversifying the economy 
away from its SOE reliance (Wang et al. 2020).

-
-

-

The government’s second domestic social purpose has been to decentralize 
the Chinese economy and achieve balanced regional development and economic 
growth. By the early 2000s, the government was making it clear that HIDZs were 
to be essential vehicles for creating clusters of innovation, jobs, and tax revenues 
at the local level (Huang 2008; Su et al. 2018). To promote decentralization, the 
Hu government released three key measures. First, the “Opinions on Further 
Improving the Operation of High-Tech Enterprise Incubators” established that 
local government should set up special funds to support incubators, on top of 
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the funding to be provided by the central government (MoST 2003). Through 
this cluster-centric approach, the central government was indicating that local 
governments would prioritize largesse for startups. Second, the “Measures for 
Accrediting and Administering Tech-Based Enterprise Incubators” established 
certain quantifiable procedures for the accreditation of national HIDZ. To be 
accredited, a HIDZ needed to constitute over ten thousand square meters in size, 
over eighty incubated firms, over one thousand jobs, or ownership of over RMB3 
million in seed or incubation funds (MoST 2006c). Through these metrics, the 
central government was laying out an objective benchmark for local governments 
to meet. Third, the “11th Five-Year Plan on University Technology Parks” set the 
goal of reaching eighty of these parks and incubating fifteen thousand high-tech 
firms as a way of better integrating entrepreneurial activity and university educa
tion and experience (MoST 2006b).

-

A third domestically oriented social purpose has advanced: startups as 
mechanisms for creating good-quality, well-paying jobs. Startups could attract 
younger workers, including those coming from other provinces or from overseas, 
thus expanding the tax base available to local governments.20 Job opportunities 
for university graduates were becoming scarcer, since Chinese exports decreased 
in the aftermath of the GFC, and capital-starved foreign firms had to reassess 
their presence in China. As a result, the Hu government saw startups as a tool to 
promote high-quality employment. The government launched an unprecedented 
number of policies to link startups to high-quality jobs—especially for graduates 
and returnees. Prior to the GFC, the Hu government had already shown its con
cern with the number of dislocated workers that rapid reform was creating. The 
Hu government was also aware of rapidly growing inequality within and between 
the country’s provinces—especially between the most prosperous cities and the 
still-backward (western) countryside (Cheung 2018). Startups, they contended, 
could help to address this issue.

-

Similar to how social inclusion became an aim in the Japanese, Korean, 
and Taiwanese cases, the Chinese government has increasingly sought to har
ness startups as a means of promoting inclusive economic growth. However, it 
has done so in a different tack; rather than focusing on diversifying the demo
graphics included in the production of startups (e.g., increasing the share of 
female entrepreneurs), the Chinese approach has concentrated on inclusion in 
a regional, and rural, understanding. In particular, the Hu government targeted 
the geographic expansion of sellers engaging e-commerce platforms. Alibaba, in 
collaboration with various levels of the Chinese government, fueled the advance 
of Taobao Villages, which are rural hubs underpinned by Alibaba to sell food
stuff and handicrafts across the country (Peng et al. 2019). In partnership with 
Taobao, the government contributed to the development of logistics infrastruc

-

-

-

-
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ture, digital literacy, and, as a result, rural development (Li 2017). A village is a 
Taobao Village when it constitutes “a cluster of rural electronic retailers where 
at least 10 percent of village households engage in e-commerce and total annual 
e-commerce transaction volume in the village is at least 10 million Chinese yuan” 
(Tan et al. 2016, 2). The Taobao Villages served to foster a new set of rural “netre
preneurs” (Lowery et al. 1998). Even though Alibaba was a private company, the 
state was collaborating in a bid to fulfill the social purpose of regionally oriented 
social inclusion.

-

Finally, the external driver of techno-security has come to the fore, especially 
since Xi came to power in 2012. In 2015, the Xi government unveiled MIC 2025 
as the national strategy to make China an innovation and high-tech powerhouse 
within a decade (Chen 2023). Analysts note that MIC 2025 is representative of 
a “more nationalistic” environment in which technological independence is a 
matter of national security (Yip and McKern 2016, 31). S&T and entrepreneur
ship were listed among the core areas for the government to support. As State 
Council of China President Lu Yongxiang had stressed shortly before MIC 2025 
was announced, entrepreneurs and scientists were the two pivotal groups leading 
China’s innovation drive (China Daily 2014). In this vein, national and provincial 
governments continue to provide assistance to startups to pursue innovation at 
the world frontier, especially technologies considered central to national security, 
such as blockchain, robotics, and semiconductors (Fuller 2019).

-

Though the state allowed an open environment for platform economy firms 
like Alibaba and Tencent to grow, as they matured and came to serve as an essen
tial infrastructure (Plantin and de Seta 2019), they began holding significant 
stores of data on Chinese citizens and enabling massive volumes of transactions. 
With the expanse of the digital platforms, the provision of the service and the 
holding of this granular data on the numerous activities and whereabouts of citi
zens came to inform national security and, as such, part of the state’s social pur
pose (see Zheng and Huang 2018; van Dijck 2021).

-

-
-

As part of its efforts to compete in emerging and critical technologies, the Xi 
government implements policies to encourage innovative startups. The urgency 
of self-sufficiency in 5G and semiconductors spiked following US bans (Fisher 
2020b), with Huawei’s ability to compete dependent on China’s domestic pro
duction capabilities. When Huawei launched its Mate 60 Pro with 5G capabili
ties in late summer 2023, headlines abounded hailing it a victory for China’s 
self-sufficiency in chip production (Pan et al. 2023). Yet, it is unclear whether 
the phone’s semiconductor was made by Huawei or SMIC. What seems sure 
is that it is likely to instigate even tighter US restrictions on Huawei in a bid 
to slow down China’s advance toward the technological frontier in this critical  
technology.

-
-
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  Continuity and Change in China  
China’s startup capitalism comprises continuity and change in how it combines 
aspects of both Mark I and II modes. Figure 5.1 summarizes the evolution of 
firm size, finance, employment, innovation, and social purpose in China, which 
shows change in the direction of—though far from full alignment with—Mark I 
in each domain. Similar to that of Taiwan but different from those of Japan and 
Korea, the Chinese case is depicted as the relative balance of social purposes 
moving increasingly toward the external priority of national security.  

 Figure 5.1 reveals that, relative to the other country cases, China has expe
rienced the most significant change. It has seen a remarkable move toward the 
technological frontier, to one of the world’s largest VC markets and a labor mar
ket that celebrates entrepreneurship. 

-

-

 In terms of the size of firm central to innovation, China’s antecedent posi
tion on figure 5.1 is designated with a score of 2, reflecting this balance of SOE 
primacy coupled with some startup involvement. SOEs were essential producers, 
though already by the 1980s, they served as a platform for the growth of Silicon 
Valley–style startups. This score places China’s antecedent position further away 
from the oligopolistic ideal that Japan and Korea were closest to, though it is not 
as startup-centric as Taiwan’s antecedent era. There has been an overall rise in the 
focus on startups as engines of innovation in China. 

-

0
1

2
3

4
5

Employment

Innovation

Size of firms central to InnovationSize of firms central to Innovation

Financing

Social purpose

lifetime (0) to fluid (5)

incremental (0)
to radical (5)

large (0) to small (5)

debt (0) 
to equity (5)

domestic (employment / economic
growth) (0) to external (national
security) (5)

China’s Antecedents
China’s Startup
Capitalism

Legend

  FiGURE 5.1. Analyzing China’s institutional evolution: antecedents to startup 
capitalism  
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However, there is marked variation across industries, which is why the score 
only increases to 2.5—smack in the middle of the oligopolistic and startup-led 
modes. State support for critical technologies, such as semiconductors, has main
tained a focus on large firms. For instance, the state has invested significantly in 
SMIC, its state-backed semiconductor champion, and provides financial assis
tance to numerous startups operating in related, but not competing, areas within 
the semiconductor industry. At the same time, the tech crackdown speaks to 
the state’s propensity to engage antagonistically with large firms. Platform giants 
like Alibaba have seen the Chinese state block the IPO of Ant Financial as well 
as an order to repatriate the stock listing to Chinese equities markets, splitting it 
into six distinct entities. These Xi-era moves to break up large firms epitomize, 
in some ways, the state’s orientation toward challenging, rather than reifying, 
oligopolistic market power. Collectively, we depict China’s path as one in which 
large firms were—just slightly—more central in the antecedent period. Interest
ingly, even large firms that may otherwise be considered national champions in 
their respective technology sectors (e.g., Huawei in telecoms infrastructure) have 
been described as continuing to face existential threats in the form of other large 
Chinese firms (e.g., ZTE). This speaks to the aura in which Chinese companies 
operate—one in which oligopolistic competition and existential threats are both 
possible.

-

-

-

China’s labor market was—relative to the other cases—fluid in the antecedents 
period, in the sense that startup employment has long been encouraged. This has 
only grown. Notably, startups as creators of high-quality jobs became an explicit 
goal for the government following the 2008 GFC. The importance of startups as 
employer, innovators, and agents of regional economic growth was underscored 
by the Hu government issuing the “Guiding Opinions on Promoting Employ
ment through Entrepreneurship” in 2008. Startups continue to be a source of job 
creation, with the mass entrepreneurship scheme, among others, aimed at boost
ing the regional distribution of activities. There are still restrictions related to 
closing a business, though, which dampens the fluidity of the labor market. Thus, 
while China’s labor market is characterized as being in the middle of fluid and 
lifetime employment (at a score of 2.5) in the antecedent period, the significant 
efforts to encourage entrepreneurship across society and to improve regulations 
around starting and closing businesses underpin the modest shift outward to a 
score of 3 for the startup capitalism era.

-

-

China’s provision of financing for entrepreneurs and startups began with a 
mixed debt/equity starting point. Again in the middle at 2.5, China’s anteced
ent period purposefully availed both credit and equity financing for innovation, 
especially for entrepreneurs. For instance, in 1985, the CPC Central Committee 
Decision on the Reform of the Science and Technology System created the legal 

-
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framework for VCs to be launched. In 1986, the China Venturetech Investment 
Corporation became the first VC firm in China. From the onset of the startup 
capitalism era in 2001, several government mechanisms for equity financing, 
specifically VC funding and startups’ access to public equity markets, ensued. 
This includes the “Provisions Concerning the Establishment of Foreign-Funded 
Venture Capital Enterprises” of 2001, which led to a sharp growth in the number 
of VCs backed by foreign investors. Stock market access was boosted; in 2009, 
Shenzhen’s ChiNext became China’s first answer to Nasdaq, and in 2019, Shang
hai’s STAR market joined it. Over the course of the Xi administration, access to 
foreign capital, including stock markets and VCs, has retrenched, and in its place, 
there is an emphasis on listing on these domestic exchanges and relying on public 
coffers to finance growth.

-

China’s innovation trajectory is characterized by its move toward the techno
logical frontier. China’s antecedent period focused on catch-up capabilities, and 
thus the score on figure 5.1 for that era is 1, placing it closest to the Mark II end. 
Throughout the 1980s and 1990s, China was pursuing high growth and did so by 
entering, and then upgrading, within global value chains. This model continued 
in the years following WTO accession. There was a fear that Chinese technologi
cal innovation would become a paper tiger, with innovation being driven by for
eign firms and their Chinese counterparts acting as mere suppliers or bystand
ers. Thus, the Hu and Xi governments doubled down on putting Chinese firms 
at the world’s technological frontier. To achieve this goal, HIDZs, universities, 
and research institutes received extra financial and other support from the gov
ernment if they were operating in line with national aims, particularly in AI, 
blockchain, robotics, and semiconductors. Given the remarkable jump toward 
the world’s technological frontier, perhaps best epitomized by the MIC 2025 ini
tiative, China’s startup capitalism score for innovation is an impressive 4, placing 
it closest to the Mark I ideal type.

-

-
-
-

-

-

The arena to see the second largest jump between the antecedent and startup 
capitalism scores on figure 5.1 is social purpose. It began with a score of 2, reflect
ing the primacy of domestic aims of decentralization and regional growth, and 
shifted out to a score of 4, owing to the significant rise in the link between startup
led innovation and national security. During the reform and opening period that 
preceded WTO accession, economic growth drove the Chinese developmental 
state. When this period started, China was a poor, underdeveloped country, so 
policy motivations were around inclusive growth. Following WTO accession, the 
social purpose shifted to job creation as well. Partly, this reflected China’s chang
ing employment structure. SOEs were shedding jobs as they automated processes 
to become more competitive. Private-sector jobs had to absorb a growing share 
of total employment. Innovative startups were seen as an important part of the 

-

-

-
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overall jobs mix. Post-GFC, startups became even more integral to job creation, 
as mass entrepreneurship would see the encouragement of founders creating 
their own jobs and growing their startups, thus employing others. Yet, the social 
purpose of startup promotion in China has experienced a move toward more 
external motivations, with national security at the fore. External motivations, 
particularly what Tai Ming Cheung (2022) calls techno-security, have ascended 
considerably since Xi came to power in 2012.

In summary, starting from the reform and opening period, small firms received 
support from the government as agents of innovation, in some ways more like 
the approach taken by Taiwan. But this encouragement for widening entrepre
neurial pools became more systematic and better defined following China’s WTO 
accession, when its startup capitalism came to fruition. In the first decade of the 
twenty-first century, startups received targeted economic largesse as well as social 
recognition, with equity funding growing, a shift toward radical innovation, and 
the promotion of entrepreneurship toward more fluid labor markets. This all 
points to a move toward Mark I. Yet, in China more than the other cases, there is 
significant variation across industries. There has also been an increasingly diffi
cult regulatory environment to navigate, with startups finding that some markets 
become off-limits overnight (e.g., cryptocurrency) and that (foreign) capital mar
kets are more difficult to access. In critical technology arenas, government tactics 
entail startups being regarded as external resources for national champions, like 
SMIC, to benefit from. For this reason, the China trajectory also retains elements 
closer to the oligopolistic competition mode.

-

-

-
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Conclusion

East Asian states have been widely studied for their developmental trajectories 
and their different state-led strategies as well as to determine whether innovation 
was led by startups or big business. The region of developmental states offers two 
archetypal examples of large firm–led systems (Japan and Korea), a small firm–
centric approach (Taiwan), and a mix of state-owned enterprises and private 
entrepreneurs (China). In their antecedent periods, which largely correspond to 
their classic developmental state eras, this large- or small-firm focus was rein
forced with complementary institutional dynamics across employment, finance, 
innovation, and social purpose.

-

Looking at the four cases in comparative terms, how can we understand the 
continuity and change experienced from the antecedent era to their pursuits of 
startup capitalism? To inform the analysis, figure 6.1 illustrates all four cases’ 
antecedent conditions in terms of the radar chart used in the case chapters. The 
Mark II type constitutes the starting point (0) for the quintessential developmen
tal state, which Japan and Korea approximate most closely in terms of firm size 
central to innovation (large), the financing of innovation (debt), the employment 
(lifetime), and the nature of innovation (incremental). In contrast, the Mark I 
setting is depicted as constituting the opposite ends of the spectrum in terms of 
the firm size central to innovation (small), the financing of innovation (equity), 
employment markets (fluid), and the nature of innovation (radical).

-

In figure 6.1, Japan and Korea have the same starting scores, indicated by 
their full black lines touching on 1s for each arena other than social purpose. The 
antecedent period in Taiwan was closest to the Mark I variety and thus is the most 
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distant from the Japanese and Korean depiction in figure 6.1. Taiwan’s anteced
ent score reflects the fact that financing (equity), employment (fluid), and efforts 
to compete in the technological frontier while advancing process-based innova
tions (mix of incremental and radical innovation) combined with an emphasis on 
small firms as essential engines. In between these two shapes are China’s anteced
ent characteristics. China is in the middle because of its mix of large state-owned 
firms and small-scale entrepreneurs, the availability of a combination of debt and 
equity financing, the relatively fluid labor (given early promotion of entrepre
neurial careers), and its pursuance of “catch-up” innovation (incremental). This 
gave it a mix of Mark I and II attributes and thus scores ranging between 1 (for its 
catch-up innovation), 2 (for firm size and social purpose), and 2.5 (for financing 
and employment). 

-

-

-

-

0
1

2
3

4
5

Employment

Innovation

Size of firms central to Innovation

Financing

Social purpose

lifetime (0) to fluid (5)

incremental (0) 
to radical (5)

large (0) to small (5)

debt (0) 
to equity (5)

domestic (employment / economic
growth) (0) to external (national
security) (5)

Japan
Korea
Taiwan
China

Legend

  FIGURE 6.1. Antecedents in Japan, Korea, Taiwan, and China  

 From these distinct starting points, did East Asian states converge on an ide
alized version of Mark I? Does this examination of startup capitalism serve as 
further evidence of a convergence on the LME variety of capitalism? Or do East 
Asia’s approaches to startup capitalism align better with the  reality  of Silicon Val
ley? By this, we mean that startups are largely perceived as resources for big busi
nesses that have only expanded their competitive positions. Do the trajectories 
mostly suggest continuity in each state’s own approach? 

-

-
-

 Let us start with Japan. Since the Heisei recession in 1990, the Japanese devel
opmental state has increasingly promulgated startup largesse. But rather than a 

-
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rejection of its large firm–led developmental state apparatus in which pension 
savings and main banks reinforced lifetime employment and incremental inno
vation prowess, there has been continuity. Japan’s startup capitalism is one of 
fostering open innovation systems in which the keiretsu and main banks have 
emerged as crucial partners, investors, and beneficiaries. Prominent programs 
like the 2018 J-Startup Initiative and the 2020 Startup Ecosystem Consortium 
center on the participation of keiretsu and main banks, which play vital roles in 
selecting startups and are recognized as essential investors and potential acquir
ers. Prime Minister Kishida’s 2022 “Startup Development Five-Year Plan” even 
emphasized that large, existing companies engage with startups in open innova
tion as a means of sustaining their business operations.

-

-

-

Thus, Japan’s startup capitalism constitutes some change but not a radical 
departure from its developmental state starting point, as illustrated with a mod
est shift outward in figure 6.2. More equity-based investment vehicles have been 
promoted, lifetime employment has been modestly eroded, and the nature of 
innovation has, for many years, been at the world’s technological frontier. How
ever, the size of firms still regarded as essential to national innovation capacity 
remains large. The keiretsu are beneficiaries of startup activities, including talent. 
The financiers of the previous epoch are involved in startup capitalism as active 
investors, judges, and ecosystem actors. It cannot be said that the keiretsu fear 
competition from startups nor that the Japanese government has discontinued 
its backing of big business.

-

-

Korea was the second country examined, given that it is also often character
ized as an archetypical developmental state. In the chaebol-dominated era, the 
state acted to encourage the upgrading of the technological capacity of SMEs that 
could provide high value-added employment in addition to being suppliers to the 
internationally competitive chaebol. The Korean context closely aligned with an 
open innovation variety of the Mark II mode. Since the EAFC in the late 1990s, 
policies have publicly attested to a rising dedication to startups as employers and 
innovators. Every government since the crisis, whether liberal or conservative, 
has stated its championing of startups. High-profile initiatives, such as Presi
dent Park Geun-hye’s implementation of the Creative Economy Action Plan and 
President Moon Jae-in’s establishment of the MSS in July 2017, have amplified 
those messages in a very public way.

-

-

While institutional change has occurred, particularly in the extent to which 
innovation is now radical, equity is more prevalent, and the employment market 
is more fluid, the Korean startup capitalism mode remains best depicted as fitting 
the open innovation variant of the Mark II type. Startup initiatives often foster 
partnerships between startups and chaebol, with the aim of injecting innovative 
DNA into the country’s leading firms. Startup capitalism offers a different, and 
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less publicly visible, way of backing large firms than the credit-centric tools linked 
to exports in the classic developmental period. Sentiment expressed across the 
media suggests that the chaebol are aware that the promotion of startups by suc
cessive governments aims to reinforce them and expand their offerings through 
the integration of new technologies rather than foster their replacement by new 
firms. While startups are presented as key beneficiaries of innovation policies, 
we observe that the chaebol often act as vital partners and ultimate recipients of 
this help. The K-Startup Grand Challenge, for instance, sees a licensing agree
ment with a chaebol as a KPI. The Korean startup capitalism mode, then, has 
seen movement outward in several institutional arena, as illustrated in figure 6.2, 
but remains most closely aligned with the Mark II variety (one fueled by open 
innovation logics).

-

-

In the antecedent period in Taiwan, the state stands out relative to the others 
in East Asia in its early orientation toward small technology-centric firms as cen
tral to technological upgrading capacity. The government’s policies focused on 
enhancing the capabilities of small firms by incentivizing R&D and export activi
ties. Entrepreneurship was encouraged as it provided a form of employment; 
early-stage equity markets for high-growth startups were developed already in 
the 1980s, and government entities facilitated the competitiveness of nascent 
firms by acquiring foreign technology and transferring it from public institutes 
like ITRI. However, by the turn of the twenty-first century, the government pub
licly advocated for startups in emerging sectors and technologies, and not in col
laboration with, or necessarily for the benefit of, large firms (like TSMC) or their 
technologies. The primary focus has been on widening the entrepreneurial pool 
by attracting foreign talent and directing attention to emerging technologies. The 
government routinely asserts that the success of Taiwan’s personal computer and 
semiconductor-focused miracle has prompted them to encourage startup activ
ity in emerging technology sectors such as biotechnology, LCDs, and green tech.

-

-

-
-

-

Thus, Taiwan’s startup capitalism began as the closest to the Mark I ideal 
type and remains the most oriented toward startups as innovators in their own 
right. Taiwan’s social purpose in helping startups remains to encourage more 
new entrants who can disrupt firms in world markets—but not domestic firms.1

The aim of backing startups is not to prop up domestic industries or firms, nor 
is it to challenge them. The aspiration to achieve more radical innovation has 
grown, shifting from acquiring foreign technology and catching up in manufac
turing to competing as front-runners in design capabilities in the semiconductor 
industry. However, large firms like TSMC, despite its essential position in the 
world’s critical technology, are not considered the ultimate beneficiaries, unlike 
such an orientation in the two East Asian developed counterparts. Collectively, 
Taiwan’s movement from antecedents to startup capitalism reflects the outward 

 

-
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shift toward (more) radical innovation and the persistence of its focus on small 
firms, equity financing, fluid employment, and external security threats as its 
great motivator.

China’s political economy is often depicted as opposing the neoliberal approach 
of the United States, with the state actively shaping firm-specific capabilities and 
allocating resources toward critical technologies. Its antecedent period is charac
terized by its mobilizing of resources to bolster catchup technological capabilities 
across a combination of firms, including state-owned enterprises and large pri
vate firms. This gave the Chinese antecedent more of a Mark II character. Even in 
the antecedent period, however, startups were already conceptualized in playing 
a role, and clusters of innovative startups were developed across major cosmo
politan areas. So while the antecedent period was closer to the Mark II ideal, it 
did not fully align with that ideal type.

-

-

-

The striking finding in the Chinese context is the magnitude of the change. 
While all cases experienced movement in the direction of Mark I, the size of the 
evolution in the Chinese case is the greatest. Yet, like the other cases, it comprises 
a mix of Mark I and II elements. This is seen as policy makers not only encour
age new entrants to foster capabilities in emerging technologies but also strive to 
dismantle the dominant positions held by giant corporations like Alibaba. In the 
consumer internet or platform economy, efforts encourage China’s entrepreneurs 
to fight against each other as well as against industry leaders for their place. This 
consternation has been mirrored in market dynamics. The Economist (2024a) 
notes that “capital for the consumer internet has all but dried up,” while, in the 
same period, “hard-tech developers have collectively raised about 550bn yuan 
through initial public offerings.”

-

In technologies like semiconductors, renewable energies, or 6G, the state 
finances its large would-be national champion firms, such as SMIC, which was 
given a US$282.1 million subsidy in 2022 (Cao 2023). This is a telling example, as 
it reveals that SMIC was far from being the sole recipient; more than 190 Chinese 
companies operating in the semiconductor industry received funding as part of a 
US$1.75 billion package. This semiconductor package is in some ways emblem
atic of China’s startup capitalism; large companies receive financing, but so do 
would-be startups operating in the space. What is more, China’s crackdown on 
the oligopolies of large private firms is consistent with China as a Mark I variety 
only in the sense that the destruction of dominant positions occurs. However, 
this is not fueled by startups as engines of this existential threat. At the same time, 
the Chinese approach includes the marshaling of state resources in key technolo
gies, which represents a continuation of some of its Mark II attributes from the 
antecedent period. As a result, the Chinese evolution toward startup capitalism 
contains a mix of contradictory elements from both the Mark I and II varieties.

-

-
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 Collectively, the continuity and change trajectories reveal movements of inter
locking institutions underpinning East Asia’s antecedents through to the startup 
capitalism modes in each country. Overall, relative to figure 6.1’s concentration 
by Japan, Korea, and China in the center of the radar chart, figure 6.2 shows that 
each country has adapted such that employment markets are now more fluid, 
innovation aims are more radical, and financial systems are more comprehen
sive, with equity offerings alongside the provision of credit. There are varying 
degrees of outward movements toward small firms as the locus for innovation 
activities, with Taiwan remaining so and China moving more in that direction. 
For most countries, the motivating social purpose has remained a mix of exter
nal and domestic elements, but the national security imperative has grown more 
noticeably for both China and Taiwan compared to Japan and Korea. In this 
sense, there has been a convergent trend across the countries, with hybridity 
moving in the direction of, but not coming close to reaching, Mark I paradigms.  

-

-

-

 What should we make of this continuity and change? One read is that there is 
an overall convergence toward a Mark I mode across the cases. None of the cases 
have seen their trajectories shift inward, toward the Mark II ideal type (e.g., no 
scores have gotten closer to zero). What is more, we do not observe a mere con
tinuation of previous approaches. No country’s scores remain at the same posi
tion across their antecedent and startup capitalism eras, as illustrated in figures 
6.1 and 6.2. There have been shifts aw ay from  Mark II logics in all four countries. 
Each case has seen movement in the direction of Mark I in terms of radical inno

-
-

-
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  FIGURE 6.2. Startup capitalism in Japan, Korea, Taiwan, and China  
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vation and the inclusion of equity financing and startups as innovation engines. 
In Taiwan, there has not been a retreat of its small firm antecedents, even though 
the economy is dominated by just a handful of firms that operate in a small set of 
industries, with TSMC’s position in the fabless manufacturing of semiconductors 
being the most prominent and well-known. Startup initiatives strive to bolster 
the widening of entrepreneurial pools in emerging industries, like biotech and 
green energy, not as innovative DNA to inject into the semiconductor giants.

However, it would be wrong to conclude that there is a broad convergence on 
the Silicon Valley–styled mode (Mark I). As we showed in the Japan and Korea 
cases, startups fuel the pursuit of large firms’ capacity to compete at the world 
frontier in a more complex and competitive international environment. Incum
bents themselves provide equity financing for the startups that benefit them 
and serve as the beneficiaries of more fluid labor markets, where startups help 
them develop their long-term access to talent. In at least these two countries, the 
expanse away from 0 and toward 5 on the radar chart is in collaboration with, 
and primarily for the benefit of, large firms, not instead of them. Startups are 
construed as engines of innovation and talent creation in incumbent-led open 
innovation systems, where it is big businesses that are key investors and acquir
ers. Thus, the size of the shift in Japan and Korea is from 1s to 3s, rather than 1s to 
5s. This augurs for the pursuit of an open innovation variety of startup capitalism 
rather than convergence on creative destruction logic.

-

-

In fact, even in cases where startups are scored as essential agents for innovat
ing in new technologies (e.g., Taiwan’s score of 3.5 for startup centrality), none 
of the cases strongly position startups as engines of creative destruction. Start
ups are portrayed as agents capable of spurring economic growth through the 
enhancing of capabilities for incumbents or as essential stewards of emerging 
technologies. Initiatives incentivize the widening of entrepreneurial pools who 
are pursuing emerging technologies. These startups complement, rather than 
challenge, big businesses. They are not creative destruction agents in any case.

-

-

Given that startup promotion is not necessarily striving to transform the sys
tem, we conclude that startup capitalism can be best understood as a form of 
institutional coevolution (Breznitz 2007; Edmondson et al. 2019). One reason 
for coevolution is that the organizations that were once responsible for develop
mental state policies are often the same organizations leading startup initiatives. 
In Japan, METI plays a central role. In China, the State Council, the NDRC, and 
MoST lead entrepreneurship and startup promotion initiatives. In Taiwan, what 
was the CEPD—then the MoST, and then, since summer 2022, the National Sci
ence and Technology Council—is a leader in orchestrating startup advancements 
in emerging industries. Pauline Debanes (2017) calls this “institutional layering” 
in Korea, as organizations such as the MSS have been merely changed in name, 

-

-

-
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toward startups and the technological frontier rather than shepherding the coun
try’s less-productive small firms. The ministry became the MSS in 2017, which 
served as an explicit indicator that the movement toward viewing small firms as 
innovators that had been underway since the EAFC was officially enshrined in 
the governance structure (Klingler-Vidra and Pacheco Pardo 2019). But these 
organizations are not new; they are new iterations of those that helped propel 
growth in the past and from which they evolved.

-

Across the four countries, there has been a shift outward in the context of 
the nature of innovation, when comparing figures 6.1 and 6.2, from incremental 
(score of 0) to radical (score of 5) innovation. Startups are increasingly envisaged 
as driving radical innovation rather than participating in the catch-up, incremen
tal manufacturing that was the focus in the antecedent period. In Japan, Korea, 
and Taiwan, shifts were already well underway by the 1990s; the first developer 
in this context, Japan, was pushing (though not always successful in reaching) 
for the technological frontier by at least the 1980s, with personal computing soft
ware, semiconductors, and even AI and machine learning (Callon 1995). In the 
case of Korea, this move toward the technological frontier was clearly underway 
by the 1990s, when both the government and the chaebol became aware that the 
phase of catch-up development was over. In the aftermath of the EAFC, the ambi
tion of producing radical (open) innovation with startups as a crucial component 
became more open and obvious. Taiwan’s Hsinchu Park, for its part, was already 
on the world map of semiconductor foundries in the same decade, with TSMC 
being catapulted to international innovation importance shortly after its estab
lishment in the 1980s. Startup policies’ aims in Taiwan have clearly been, since 
the dawn of the twenty-first century, to cultivate entrepreneurship in emerging 
technologies rather than to achieve incremental innovation capacity for giants in 
established industries. In China, the thrust of efforts shifted toward indigenous 
innovation capabilities at the technological frontier later, especially in the early 
2000s and then even more so since Xi took office in 2012, enabling it to compete 
in specific world-leading technologies, again bringing it toward Mark I in this 
respect.

-

-

-

-

As each country moved to incorporate the promotion of startup-centric inno
vation at the technological frontier into its suite of industrial policies, the institu
tional foundations have adapted in step with one another, having an interlocking 
effect. The institutional complementarities of finance and labor have moved, in 
varying degrees, toward equity funding (VC and stock markets) and more fluid
ity (less lifelong employment).

-
-

-

To different extents, the financing of innovation had already expanded to 
include equity funding means, especially VC and stock market access for high-
growth firms, in the antecedent period. Beginning in Taiwan in the early 1980s, 
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governments have themselves acted as VC investors by running VC funds that 
invest in startups. They have also increasingly improved the regulatory environ
ment for VC by ensuring that legal structures such as the LP are available and 
offering tax incentives. In this way, each country has acted as a “venture capital 
state” (Klingler-Vidra 2018), seeing early-stage equity financing as essential to 
startups’ ability to innovate. Stock markets have been launched in each country 
that cater to high-tech startups that do not have many years of profitability under 
their belt, which is typically required to list on a stock exchange. In Japan, JAS
DAQ was launched (with the backing of SoftBank); the Emerging Stock Board 
was created within the Taipei Exchange in 2002; KOSDAQ was established in 
1996 and KONEX in 2013 in Korea; and ChiNext, the Shanghai Stock Exchange’s 
Sci-tech Innovation Board, or STAR market, and the Beijing Stock Exchange 
were launched in China.

-

-

The varying moves toward a greater use of equity-based financing has not 
necessarily come as separate from large firms, banks, or national pension funds. 
The rise of startup-focused equity investment activity has reflected an evolution 
in the comprehensiveness of the country’s financial systems, not in opposition 
to debt financing. In Japan and Korea, the keiretsu and chaebol, respectively, are 
active VC investors openly courted by the government, investing along with, and 
in addition to, government programs and national pension funds. In Taiwan, 
the government leveraged financing from big businesses, like Acer and Formosa 
Plastics, to initially seed its VC industry in the 1980s. In China, the remarkable 
rise of equity financing—by some measures, China is the world’s largest VC mar
ket—reflects an increasingly enabling regulatory environment and mobilization 
of state investment for early-stage equity investment. Rather than a rejection of 
debt financing, then, the embrace of equity investing has been ushered in by stal
warts of the antecedent era, including large firms, main banks, and state funds. 
In this sense, financing models have not seen a break with the past but instead 
added new tools to preexisting ones.

-

-

Employment has also, broadly speaking, become more fluid. Lifetime employ
ment has been eroded in each case. In Taiwan, policies have long aimed to widen 
entrepreneurial pools. From the antecedent period, the thrust of employment-
related startup policies in Taiwan has been on ensuring skills for what has been 
deemed the technological frontier or an emerging industry. With the onset of 
crises and recessions in Japan and Korea in the 1990s came a challenge to the 
ubiquity of the permanent employment system; companies faced such dire situ
ations that they were forced to conduct layoffs (Pempel 1998; Vogel 2006, 2018) 
and reduce numbers through natural attrition. Crucially for labor market fluid
ity, pension fund regulations were relaxed, so employees did not have to stay with 
their company for the duration of their career. Over time, secondment programs 

-

-

-
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and the normalization of midcareer moves contributed to a modest increase in 
the fluidity of the Japanese and Korean labor markets. In China, the most notable 
change in the employment arena toward fluidity is the way in which government 
efforts, particularly the hukuo system and talent incentives, began to target entre
preneurs. Entrepreneurship has—from 1998—counted as a form of employment 
that could help secure access to social services. It has been accepted in party 
circles, and high-tech startup activity has been promoted among graduates and 
returnees.

-

Yet, labor market fluidity, in practice, continues to fall short of the Mark I 
ideal. There are numerous drivers of this. For one, practices have helped enable 
flexibility within the existing system. For instance, in Japan, secondments have 
enabled permanent employees to gain startup experience without leaving their 
job for life. In Korea, while startup experience is more socially acceptable, the 
path of attending a SKY university and then working for a chaebol remains the 
most sought after. In Taiwan, startup policies encourage widening pools of entre
preneurial activity in emerging technologies. China’s intense “007” technology 
work culture, which refers to working midnight to midnight seven days a week 
and is the newer and even more intense version of the “996” pattern (working 
9:00 a.m. to 9 p.m. six days a week), does see movement across firms as well as 
mavericks who leave to set up their own startups.

-

Social purpose does not necessarily align with external or domestic driv
ers, according to our articulation of the Mark I and II types. Some scholars do 
expect that “creative insecurity” (Taylor 2016) instigates innovation prowess, so 
a relative focus on external concerns could motivate more investment in radi
cal innovation. As we saw with the four cases, the need for innovation—even 
radical innovation—does not necessarily align with a focus on either startups 
or large firms. As a case in point, external determinants have been essential to 
Taiwan’s pursuit of its Mark I version of startup capitalism for decades, while 
China’s investment in critical technologies has centered in some ways on start
ups as resources for large firms. However, innovation in critical technologies has 
become a more explicit social purpose underpinning government efforts. In this 
sense, startups and economic statecraft have converged. Economic statecraft is 
not only the domain of large military contractors. Interestingly, given the region’s 
geopolitical context, China and Taiwan are similar in the emphasis on techno-
national security, whereas Japan and Korea show more of a hybrid aim of deliver
ing on domestic and external arenas.

-

-

-

-

More often, there has been a mix of external and domestic social purpose 
motivating efforts that have varied over time. Here Japan offers a clear example. 
The Japanese government has aimed, through startup promotion, to generate 
high-quality employment opportunities, first motivated by job losses suffered in 
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the 1990s. Entrepreneurial experience has also been regarded as a means of train
ing talent for the keiretsu. Secondly, Japanese startup assistance seeks to enhance 
the technological capabilities of large firms as a means of propelling economic 
growth and competing in key world technology niches. Collectively, these efforts 
are aimed at advancing Japan’s relative technological security (external) and fos
tering job creation and economic growth (domestic). Another domestic motiva
tion has come to motivate startup promotion across the cases. Startup initiatives 
have increasingly been positioned as means of improving social inclusion, espe
cially in terms of gender participation rates in Japan, Korea, and Taiwan and in 
the context of regional inclusion in the Chinese case.

-

-
-

-

Thus, across all four cases, a domestic source of social purpose has emerged: 
a means of fostering social inclusion. In China, there has been a strong thrust for 
decentralization, with the promotion of mass innovation and entrepreneurship 
aiming to better distribute high value–added activity across China, especially to 
small towns and villages away from the glittering lights of Beijing, Shanghai, or 
Shenzhen. Through the government’s bankrolling of infrastructure alongside the 
e-commerce platforms of Taobao and Pinduoduo, local “makers” are encouraged 
to become digital entrepreneurs (Li 2017). However, there remain debates about 
the extent to which such efforts have reduced inequality, as China’s coastal, urban 
hubs continue to dominate (see Klingler-Vidra et al. 2022). In the other cases, 
especially Japan, employment in technological startups is a solution to demo
graphic challenges (aging population, gender-based exclusion, and regional 
inequalities) as well as social exclusion concerns. Korea’s startup policies speak 
of addressing gender inequalities, with the aim of increasing the participation 
of female entrepreneurs. In the Taiwanese context, dynamic startups have long 
been construed as important employers; this has continued to be the case, with 
greater efforts to drive social inclusion in terms of who is employed by, or able to 
establish, these firms, especially in gender terms.

-

The Emperor’s New (Startup) Clothes
In this book, we contribute to the “developmental state: dead or alive” debate. 
We do so by showing that even in empirical arenas that suggest a decline in state 
direction, the state (the emperor) has not retired but instead has adapted the 
means of intervening (the new clothes in the form of startup capitalism). The 
fact that there are outward movements toward Schumpeter’s Mark I type, which 
aligns in many ways with a stylized version of Silicon Valley, does not signify a 
death of the developmental state. Instead, we argue that the developmental state 
is very much alive. It has adopted equity financing tools, enabled more fluid labor 
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markets, and worked to compete at the world’s technological frontier by embrac
ing startups as engines of innovation capabilities. In other words, the develop
mental state has adapted to the realities of today’s innovation paradigm.

-
-

As a result, we argue that an assessment of the persistence (or not) of the 
developmental state’s focus on large firm is too narrow of an analytical lens. In 
a similar way, studies of the entrepreneurial state are too narrow, as they miss 
the role of large firms, and see startup help as something distinct or even at 
odds with long-standing industrial policy. As evidenced here, these two modes 
of analysis—one focused on state–large firm relations and the other on state-
entrepreneur interactions—are both incomplete. Thus, we contend that political 
economy scholars need to assess interactions between the state and the wider 
innovation system, one that is more of an open innovation system composed 
of startups as well as national champions, universities, research institutes, and 
multinationals, to understand the contemporary innovation mode.

We contend that East Asia’s startup capitalism constitutes modern forms of 
their respective developmental state orientations rather than a decline or death. 
For some, they have continued along a variety of Mark I logic in which startup 
capitalism boosts high-growth entrepreneurs in emerging industries (Taiwan); 
for others, oligopolistic competition remains the organizing logic (Japan and 
Korea), bringing them closer to a Mark II type. We are not alone in our finding 
that startup capitalism constitutes continuity and change. Debanes (2017) refers 
to this as institutional layering in Korea, and Ulrike Schaede (2020, ix) depicts 
this as Japan’s “new corporate culture that foster[s] coexistence of mature and 
new businesses.” China’s developmental state operates according to some Mark 
I logics, as it actively encourages startups and breaks the centrality of some large 
firms (most famously, Alibaba) while also funding startups alongside large firms 
competing in even critical technology markets, which aligns more with a Mark 
II approach.

We reveal that through startup capitalism, developmental states pursuing an 
open innovation variety of a Mark II approach have found a way to continue 
backing national champions. The nature of the assistance is less direct and more 
nuanced than in the classic developmental state era. Rather than organizing con
sortia and endowing preferential credit access, which is direct and highly visible, 
governments can invest in and give tax breaks to startups that then partner with, 
or are acquired by, large firms. This tack helps limit political contestation over 
state–large firm relations by framing startup efforts as open innovation initiatives 
(Hsieh 2018; Klingler-Vidra and Pacheco Pardo 2022). Korea’s CCEIs make for 
one clear example. Each of the country’s nineteen centers have a chaebol partner 
that helps finance the center, which appears like the large firm’s contribution to 
society. In reality, the CCEIs are aligned with the strategic direction of the chae

-

-
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bol; they fit with its business lines and help it to source solutions to “what keeps 
it up late at night.”

The CCEIs embed the chaebol at the heart of the entrepreneurial ecosystem, 
which endows the large firms with access to entrepreneurial talent and ideas. 
By the chaebol advancing their sector-specific positions in Korea’s open inno
vation system, they can showcase their innovativeness to their workforce and 
also to their customers and suppliers (Pacheco Pardo and Klingler-Vidra 2019). 
Similarly, in Japan’s J-Startup Initiative, select main banks and keiretsu work with 
METI bureaucrats to choose the startups that can participate in the program. 
In the process of judging and then collaborating with METI in the running of 
the program, the large firms have insight into new ideas, talent, and prospective 
customers. The keiretsu, as a result, align their brand with startup-fueled innova
tion. Startup policy, in both cases, is designed in collaboration with—and for the 
benefit of—large firms.

-

-

Startup Capitalism’s Global Implications
The story goes that the phrase “what’s good for GM is good for America” was 
uttered by the president of General Motors, Charles Wilson, when he was answer
ing questions about his ability to hold company stock while serving as the US sec
retary of defense in 1953.2 What Wilson meant was that big businesses like GM 
were essential employers, taxpayers, and contractors for national security aims. 
For Wilson, there was a mutually beneficial relationship between big business, 
the US government, and society that propelled his company’s alignment with the 
American people. This story speaks to long-standing relations between big busi
ness and the state in even the quintessential LME and the home to Silicon Valley.

-
-

-

This raises questions: Is our observation that startups can be construed as 
resources for large firms in East Asia specific to the region? Why could the interests 
of large firms not feature in startup capitalism in other countries, even in the United 
States? We return to that crystalizing moment for us in the early days of writing this 
book, when the manager of the CCEI in Seoul explained that a key aim was to inject 
innovative DNA into the country’s largest employers, producers, and taxpayers. It 
makes sense, from that lens, that startup capitalism does not necessarily manifest as 
separate from big businesses, let alone have the aim of disrupting them.

At the same time, the societal position of big business is now more conten
tious. Unlike the description of the alignment of GM and American interests, 
big businesses are criticized for their dominance of markets and exploitation of 
consumers. They are more likely to be described as strictly operating according 
to self-interest than as being motivated by what is good for America. Congressio

-

-
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nal hearings comprise business leaders like Mark Zuckerberg testifying to their 
good intentions in the face of antitrust cases and scandals. Playing on this senti
ment, Jonathan Tepper (2023, 15) asserts in The Myth of Capitalism that “what is 
good, right, and logical for the corporation is not good, right, or logical for the 
economy as a whole.” The critique being that the US economy is increasingly 
concentrated in the hands of oligopolies that build “moats” that protect their 
competitive advantage.

-

Thus, in contrast to popular depictions of the United States as a—the—neo
liberal, free-for-all market economy and the home to the world’s leading startup 
cluster, Silicon Valley, which policy makers across the world seek to replicate in 
their own home countries, there is a growing chorus of critiques. US markets, 
some critics posit, are less competitive, with sector after sector being dominated 
by a handful of companies protecting their oligopolistic, and even monopolistic, 
practices. “Not only are the big companies gobbling up the small,” according to 
Tepper, the United States has “not seen a new wave of startups coming in to com
pete with the Goliaths” (Tepper 2023, 11). This sentiment about worrying levels 
of industrial concentration has been echoed in popular media, too. For instance, 
the Economist found that in the 900 sectors it tracks, “the number where the four 
biggest firms have a market share above two-thirds grew from 65 in 1997 to 97 
by 2017” (Economist 2023d).

-

-

Why is this happening? One explanation is that large firms are simply act
ing in line with prevailing business strategy logic, such as Michael Porter’s “five 
forces” and Warren Buffet’s sage investment advice. The economics discipline has 
linked this to a decline in economic productivity, even in the face of the supposed 
rise of Silicon Valley and its brand of startup-centric innovation (e.g., see Decker 
et al. 2016a).

-

A second reason is that the nature of technology today may lend itself more 
to monopolistic positions. Silicon Valley platform economy firms like Amazon 
and eBay achieve dominance over markets, and there are little means for the 
public—and even the state—to hold them accountable (Culpepper and Thelen 
2020; Moore and Tambini 2021). Antitrust laws and calls for decentralizing the 
internet giants have proven difficult to action, as these companies continue to 
accumulate massive amounts of data, expand their physical infrastructure, and 
enter new market domains (Lehdonvirta 2022). The US government has, how
ever, made some initial advances. Notably, the Federal Trade Commission is 
suing—along with seventeen state governments—Amazon for an illegal protec
tion of its monopoly in online retail (McCabe 2023).

-

-

A third driver of the increased market concentration and declining business 
dynamism may be the widespread embrace of open innovation. As evidenced in 
our examination, even public policy makers tasked with promoting startups are 
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often working to connect startups as customers of, and resources for, large firms. 
Startups are linked with large companies and, as such, do not instigate creative 
destruction’s productive forces. Rather than viewing them as competitors to be 
feared, big businesses see startups as customers, as outsourced R&D, and as mar
keting partners.

-

The aim of integrating startups as customers is neatly exemplified by the 
case of the Amazon Web Services accelerator. Early cohorts of their accelerator 
received coaching, mentorship, and a monetary investment. By the early 2020s, 
startups selected for the AWS Startup Loft Accelerator received AWS credits 
rather than money. The accelerator program, in this way, helped establish AWS 
as core to startups’ tech stack. The head of Microsoft’s corporate VC unit spoke 
of a similar shift toward a more strategic, rather than financial, orientation, as she 
“transformed the CVC’s startup investments so that they more closely align with 
the parent company’s business” (Rivera 2023). These approaches fit Linus Dah
lander and David M. Gann’s (2010) depiction of open innovation as potentially 
taking inbound and outbound orientations, with startups being capable of con
stituting sales channels and R&D inputs. This reality—that startup-incumbent 
engagement in the form of accelerators is a potential sales boost for big busi
nesses—raises important questions about whether this form of open innovation 
is subduing, rather than fueling, business dynamism.

-

-

-

Simultaneous to the growing dominance of oligopolist firms in open inno
vation systems, a culture of celebrating disruptive entrepreneurs has become 
ubiquitous. Successful startup founders, like Jack Ma or Steve Jobs, are idolized. 
University graduates aim to start their own world-changing business rather than 
work for a large company. The connotation of startups is that of exciting, nimble 
innovators intent on displacing the unloved, pedestrian, and sometimes even 
mocked big businesses. The cultural salience of startups is enshrined in hit shows 
like Silicon Valley, the proliferation of documentaries, and, in some prominent 
cases, Hollywood movies on the lives of tech founders.

-

Researchers have begun to lament the entrepreneurial obsession. Some have 
noted the problem of conflating gazelles and unicorns with the wider population of 
entrepreneurs (Aldrich and Ruef 2018). Books like Big Is Beautiful (Atkinson and 
Lind 2019) contend that large firms do bring societal value as employers and inno
vators, and as a result, government efforts should adopt innovation-centric and 
size-neutral policies rather than favoring firms based on their small size. Perhaps 
unsurprisingly, technology industry leaders have bemoaned the hollowing out of 
large-scale, cutting-edge manufacturing in the US. Already in 2010, Andy Grove, 
the former head of Intel, made the case for American policy that would incentivize 
high-end manufacturing in the semiconductor industry, and in so doing, create 
quality jobs and bolster US prowess in end-to-end chip capabilities (Grove 2010).

-
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The critique of prioritizing entrepreneurship has been boosted by studies that 
question the relationship between startups and economic performance indica
tors. For instance, one analysis (Fairlie et al. 2023) of US Census Bureau data 
revealed that job creation and survival rates of startups are much lower than oth
erwise reported by the government. This adds to the call to arms around policy 
makers’ need to clearly define and distinguish different types of entrepreneurship 
and the policies required to aid their growth (Acs et al. 2016). The implication 
here is that there is a growing need for public policy makers to reconsider how to 
best encourage innovation.

-

-

Bringing these different strands together, we distill two simultaneous but para
doxical observations. The first is the reality of large firms dominating the economy. 
Incumbents have a greater share of markets and the ability to shape the informa
tion and products available to society, now more than ever. Business dynamism is 
down, in part because of the inability of high-growth firms to realize their potential 
due to the entrenched position of large firms serving as barriers to scale in numer
ous markets (Decker et al. 2016b). The second observation is that the myth of this 
being the era of the audacious entrepreneur persists. Within this guise, govern
ments publicize their startup promotion efforts, like Start-Up Chile and Japan’s 
J-Startup Initiative, showcasing their intentions of building Silicon Valley–style 
clusters. Now more than ever, governments around the world communicate their 
desire to bolster aspiring entrepreneurs and their startups. Large companies often 
do the same by organizing a range of corporate venture programs that excite their 
employees and show external stakeholders that they are innovative.

-

-

-

-

What, then, can be said about the aims of the ubiquitous international efforts 
to foster local Silicon Valleys? On the surface, the ambition of startup capitalism 
is to build cohorts of high-growth startups that will create high-quality employ
ment, launch innovative products, and help drive economic performance and 
national security. But is the goal to encourage disruptive startups that challenge 
large companies or instead to service the competitive positioning of the domestic 
economy’s Goliaths? We show that startup capitalism should not be viewed as 
separate from the treatment of large firms, from San Jose, to Seoul, to Tokyo. We 
call for a critical discussion around what really is the aim of public policies with 
Silicon monikers around the world. The point of governments fostering local 
Silicon Valleys is especially poignant, as Silicon Valley itself is under attack for 
being incumbent dominated.

-

We reveal that startup capitalism is not necessarily about creative destruction. 
Schumpeter’s (1934) Mark I understanding of the industrial dynamics that best 
foster innovation and economic growth emphasizes the value of the existential 
threat that new entrants bring. The conventional understanding of the Mark I 
pattern of innovation hinges on the notion of creative destruction in which new 
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entrants displace the position of large firms and their technologies. Even the 
competitive threat of new entrants is enough to spur innovation from existing 
firms, for fear of being replaced by more nimble and hungrier startups.

However, we find that in startup capitalism, this rationale does not necessarily 
underpin startup policies, which instead strive to widen entrepreneurial pools 
in emerging technologies. What is more, we find that policies often take a Mark 
II tack, as they—sometimes explicitly but more often implicitly—aim to ben
efit big businesses rather than challenge them. The underlying logic is that large 
firms, especially those that are important to society’s job creation, economic out
put, and national security, such as Japan’s keiretsu and Korea’s chaebol, but also 
many large American firms that are too big to fail, should benefit from startups. 
Rather than fear startups that could displace them, leaders of large firms, such as 
those represented by Japan’s powerful and decades-old business group, the Nip
pon Keidanren, lobby the government for more investment in startups. As an 
example, in July 2023, Tomoko Namba, the vice chairperson of the Keidanren, 
told the Japan Times that “it is crucial to produce more globally successful start
ups” (Nagata 2023). Startups, the Keidanren chair contends, will not compete 
with them directly, as they will instead offer them new technologies to integrate 
into their business operations, products, and services. As such, even the Keidan
ren were “urging the government to boost support” to startups, stressing “the 
importance of Japan attracting foreign talent and major overseas venture capital 
to reinforce global networks” (Nagata 2023).

-

-

-

-

-

In Schumpeter’s work, incumbents aim to preclude new entrants, seeking to 
instead deepen their position. This can be understood as the human self-pres
ervation instinct applied to the firm level, with large firms seeking their own 
continuation in business. We find that industry giants—and policy makers—
today engage startups as external (technology-centric) resources or customers 
that benefit large firms. Thus, rather than preventing startups from coming into 
existence or scaling up in the name of open innovation policies, big businesses 
collaborate with their local governments to help them access new ideas and tal
ent from startups. Policy makers often pursue startup capitalism as a hybrid of 
Schumpeterian thinking, as they strive to create new cohorts of unicorns while 
also ensuring the competitive positioning of large firms.

-

-

Creative Destruction or Oligopolistic  
Competition?
Schumpeter was ultimately interested in understanding which industrial dynamic 
was optimal, given the attributes of the historical setting, such as the maturity of 
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the industry and technology. At the dawn of the twentieth century, he contended 
that it had been dynamic new entrants that incentivized or directly caused inno
vation advances. But a few decades later, he opined that large, well-capitalized 
companies like US Steel were able to take big bets that their smaller competitors 
could not consider. The human resources and deep pockets of oligopolies meant 
that they were capable of driving society’s transformative innovation. The two 
modes of innovation operated at different historic moments, according to dis
tinct logics.

-

-

In this book, we contend that startup capitalism is underpinned by the wide
spread acceptance of the following three presumptions: (1) startups are essential 
motors of economic growth and innovation; (2) large firms, which are important 
actors in open innovation systems, bring value to fledgling startups, and incum
bents likewise benefit from startups’ ideas and talent; (3) markets are competitive, 
with high-growth startups capable of disrupting the position of big businesses.

-

-

In open innovation systems in which large firms deepen their position by 
leveraging external resources, incumbents do not fear startups; rather, they seek 
out collaboration with startups to help boost their competitive position. As 
Baslandze (2023) argues, this orientation toward seeking out collaborations with 
new entrants makes sense at the level of the individual big firm. Large companies 
want to work with startups for inbound and outbound activities (Dahlander and 
Gann 2010), to know what challenges may loom, to access new product ideas that 
may escape them, to sell to new markets, and to find new talent. The comple
mentarity, rather than contention, of startups from the eyes of incumbent firms 
aligns with Henry Chesbrough’s expectation that the proliferation of the knowl
edge economy and ICT fundamentally changed the nature of innovation; digital 
prowess can be perceived as an exogenous resource to be layered in rather than 
an existential threat to an established firm (see Chesbrough and Bogers 2014, 
16). However, more cynically, it could be that large firms pursue open innovation 
strategies in a cloaked attempt to suppress threats to their business by acquir
ing teams and developing startup ideas as their own. Regardless of the motiva
tion, we note that it is rational for the individual incumbent firm to lobby the 
government to facilitate their engagement of startups (Bombardini et al. 2023), 
repurposing startup assistance in a way that benefits, rather than threatens, their 
business. For big companies, open innovation offers multidimensional access to 
startups in ways that can engender innovation and simultaneously undermine 
their direct competition. Their motivation to shape startup help is clear.

-

-

-
-

It remains to be seen whether startup capitalism is optimal for innovation in 
the twenty-first century. There are various approaches taken, depending on the 
novelty of the technology and its accompanying industry. Policy makers strive 
to widen the entrepreneurial pool (closer to Mark I), and some aim to deepen 
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the innovative capabilities of the large firms (closer to Mark II). Startups may be 
invoked as essential engines in areas of high uncertainty, when radical innova
tion is likely; oligopolies take the fore in more mature settings, and thus inno
vation advances are more incremental. Kai-fu Lee’s (2018) assessment of who 
will win the AI competition—the United States or China—invokes this logic, as 
he contends that AI is a mature technology, given that its major breakthroughs 
occurred in the mid-twentieth century. He asserts that large datasets will now 
dominate, not nimble entrepreneurs writing genius code. The implication is that 
the government should encourage scale and therefore an innovation pattern 
more aligned with an open innovation orientation.

-
-

Pure Mark I approaches that strive for creative destruction could challenge 
or alienate some companies, which would be met with pushback from business 
leaders—potentially the same leaders who offer crucial support for politicians 
and political parties. Japan’s powerful business group now lobbies for more 
state bankrolling for startups under the veil of open innovation aims in which 
startups are not threatening, but it would campaign strongly against startup 
policies that sought to challenge its position. This does not mean that it is politi
cally impossible.

-

The Taiwan chapter opened with a public debate that unfolded for years 
between the TSMC founder Morris Chang and Taiwanese President Tsai Ing
wen. TSMC is central to the Taiwanese economy, but the state’s startup help is 
dedicated to a hybrid version centered on widening entrepreneurial pools in 
emerging technologies, not on fostering open innovation to benefit TSMC and 
its semiconductor dominance. High-profile initiatives, such as the 5+2 innova
tive industries strategy or Asia’s Silicon Valley Plan, continue to focus on widen
ing entrepreneurial pools around emerging technologies. Morris Chang (2017) 
has been outspoken about his frustration about the lack of aid. The Tsai admin
istration did not retract its position, but future governments may. This means 
there is precedent for policy makers pursuing efforts that is primarily in service 
of startups. However, this is not creative destruction per se.

-

-
-

-

Our analysis revealed that one of the motivations is that startup support is 
politically cleaner than directly underwriting long-established firms that may be 
perceived as cronies. This is clear in the Korean case, as successive governments 
work to distance themselves from headlines about their cozy relations with big 
business. More broadly, assistance for entrepreneurs is more acceptable to the 
public, as big business has come to have negative connotations, whereas the pub
lic roots for individual entrepreneurs and their growing firms. The techlash—US 
society’s strong negative reaction to the growing power of Silicon Valley’s large 
tech firms (Wladawsky-Berger 2020) and now the Amazon antitrust case—serves 

-
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as evidence of this sentiment opposing more help for large firms. Unlike the GM 
refrain, what is good for Amazon is not widely thought to be good for America.

The Social Purpose of Startup Capitalism
We conclude by returning to the big so what? Schumpeter was interested in. He 
asked: What is the pattern of innovation that is best for society? He posited that 
either oligopolies or new entrants could best propel economic growth and inno
vation outcomes. But what if we cast a wider understanding of the aim—or what 
we have called here social purpose—of public largesse to encourage startups? 
What if the social purpose of startup capitalism had to do with the (re)distribu
tion of benefits, decreasing inequality, and incentivizing technological innova
tions that benefit the environment and underrepresented members of society? To 
what extent does the pursuit of startup-led innovation to compete at the world’s 
technological frontier align with, or contrast with, stakeholder capitalism, which 
emphasizes a distribution of gains across people and planet (Schwab 2021)?

-

-
-

E. F. Schumacher (1973), a leader of the Appropriate Technologies move
ment in the 1970s, argued that Small Is Beautiful. This in some ways counters the 
emphasis on innovation at the technological frontier and in pursuit of economic 
growth. Schumacher argued that we should organize innovation capabilities in a 
way that prioritizes our communities and technologies to solve local challenges 
rather than to compete at the world’s technological frontier. The contemporary 
lexicon for this idea is inclusive innovation, which acknowledges that innovation 
has a direction and that efforts should consider the environmental and societal 
aims as well as who participates in and benefits from innovation (Klingler-Vidra 
et al. 2022).

-

In the social purposes analyzed across the cases, we saw job creation as central 
in the antecedent period and even more strongly invoked in startup capitalism. 
Employment opportunities, rather than competing at the technological frontier, 
are often named in public communications of startup policies. Our analysis of 
social purpose also reveals the rise of inclusion and redistribution aims espe
cially focused on women and rural populations. Distribution considerations, 
in spatial terms, were most prominent in the Chinese context, acknowledging 
that the participants—and beneficiaries—of startup-fueled innovation are often 
urban populations. So, efforts strive to encourage greater regional distribution of 
opportunities. Women’s participation in startup clusters has adorned initiatives 
in Japan, Korea, and Taiwan, with the aim being to increase the number of female 
founders as well as the level of equity financing available for their startups.

-
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There has, however, been less evidence of explicit links to startups as a mecha
nism for addressing environmental degradation. This is interesting, as elsewhere, 
evidence suggests the state—including in East Asia—has taken a central role in 
environmental action. Elizabeth Thurbon and colleagues (2023) call this “devel
opmental environmentalism,” based on their study of China and Korea. While 
the state takes a strategic role in the green energy shift, our examination suggests 
that large firms are likely at the center of its open innovation efforts. Startups as 
a means of instigating environmental innovation did not feature prominently 
in our analysis. Perhaps policy makers instinctively see large firms are better 
resourced and capable of leveraging their scale to drive widespread impact. If 
this is the case, it explains why environmental degradation and protection efforts 
focus on the activities of large firms rather than incentivize startups to develop 
solutions.

-

-

The challenge for wider society and especially for bureaucrats is to determine 
the relative priority of the different social purposes underpinning startup capital
ism. Which domestic priorities should motivate efforts? Are economic growth, 
stability, and job creation the priority? Should redistribution and environmental 
stewardship be the focus? Or should it be supremacy at the world’s frontier in 
critical technologies to advance national security that is primary? Should start
ups be bankrolled as a purposeful constraint on the growing dominance of plat
form businesses (Srnicek 2016; Thelen 2018; Kenney et al. 2020; Boyer 2022), like 
Amazon and Alibaba, which otherwise stand to hold massive amounts of data 
and control over market activities and society (see Cioffi et al. 2022)?

-

-
-

No single startup initiative can deliver cutting-edge innovation, national secu
rity, equitable growth, job security, and environmental benefit. Depending on 
the motivating social purpose, startup capitalism will take different forms. We 
argue that startup capitalism should be viewed as a contemporary mode of socio
economic management well beyond the confines of high-tech startups. Startup 
capitalism—in its different forms, which involve large firms as well as a myriad 
of government bodies—is how governments are delivering economic statecraft 
in the twenty-first century.

-

-
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EAST ASIAN STARTUP POLICIES

TABLE A1. Japan’s startup-centric innovation policies (1948–2023)

YEAR INITIATIVE
INNOVATION  
POLICY TYPE

IMPLEMENTING 
ORGANIZATION

1951 Guarantees loans of up to 
twenty-five million yen for 
companies within five years old

Funding JFC

1953 JFC for SMEs established with 
thirteen billion yen

Funding Central government

1959 Patent Act, Design Act, and 
Trademark Act all passed into law

Regulation Central government

1963 Establishment of the Small and 
Medium Enterprise Basic Law

Regulation Central government

Three Small Business Investment 
Companies (SBIC) were formed, in 
Tokyo, Osaka, and Nagoya, 
fashioned after the US SBIC 
program

Funding MITI

Tsukuba Science City established Clusters, networks, 
institutes

National government 
and Ministry of 
Education

1967 Tax deduction (20%) on  
experimental and research  
expense increments

Taxation National Tax Agency

1971 Kyoto Enterprise Development, first 
VC firm, launched

Funding Local government and 
private partners

1972 Small and Medium Enterprise 
Vision

Regulation MITI

(continued)
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YEAR INITIATIVE
INNOVATION  
POLICY TYPE

IMPLEMENTING 
ORGANIZATION

1975 New Business Support Fund: loans 
to new businesses (within five 
years of founding)

Funding National Finance 
Corporation

Venture Enterprise Center 
established

Funding MITI

1982 Japan Associated Finance Co. Ltd. 
(JAFCO) launched the first limited 
liability company VC fund in Japan

Funding Consortium of financial 
institutions

1983 Deregulation of initial listing 
requirements for over-the-counter 
market

Stock market MOF

1985 Tax deduction (6%) to strengthen 
SMEs’ Technology Foundation

Taxation National Tax Agency

1993 Tax deduction on Special  
Experimental and Research  
Expense increased to 12%

Taxation National Tax Agency

1995 New business development 
program

Funding Development Bank of 
Japan

Venture Plaza Clusters, Networks, 
Institutes

SMRJ

SME Creative Business Promotion 
Law

Regulation Diet

1997 Angel tax incentives launched Taxation National Tax Agency

Stock options issuance law passed Regulation Central government

1998 Limited Partnership Act for 
Investment passed

Regulation Diet

Venture Fair: matching event to 
introduce products and services of 
select startups and help them to 
expand their marketing channels

Clusters, networks, 
institutes

SMRJ

Government-backed loans (forty 
trillion yen) for SMEs

Funding MOF and MITI

1999 Small Business Innovation 
Research (SBIR)

Funding SMRJ

Venture Fund: investing in startups 
at the early stage, less than seven 
years after foundation

Funding SMRJ

Industrial Revitalization Law Regulation Central government

Mothers (Market for High-Growth 
and Emerging Stocks, on the Tokyo 
Stock Exchange) and Centrex 
(Nagoya Stock Exchange) are 
launched to encourage growing 
high-tech company listings

Stock market Central government

Temporary Work Agency Law and 
Employment Security Law revised 
to expand employment placement 
and job-seeker support

Regulation Diet

TABLE A1. (continued)
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YEAR INITIATIVE
INNOVATION  
POLICY TYPE

IMPLEMENTING 
ORGANIZATION

Improvement of entrepreneurship 
education: for elementary and 
secondary school students to 
develop their “entrepreneurship”

Education MITI

Venture School: short-term 
intensive training

Education Local governments

Small and Medium-Sized Enterprise 
Basic Act amendment: Promotion 
of Startups

Regulation Diet

2000 Nasdaq Japan (JASDAQ) launches Stock market Central government

New Business Development Fund Funding Japan Finance 
Corporation for Small 
and Medium Enterprise

Launch of incubation facilities Clusters, networks, 
institutes

SMRJ, local 
governments

Japan Venture Awards Clusters, networks, 
institutes

SMRJ

2001 New Business Financing Program: 
providing loans without security/
surety

Funding JFC

Industrial Cluster Policy Clusters, networks, 
institutes

METI

e-Japan strategy launched to boost 
IT sector competitiveness

Regulation Cabinet

Pension fund portability Regulation MOF

Commercial Law amended to make 
the system of classified stocks 
more flexible

Stock market Diet

J-Net 21: portal site for SMEs Infrastructure SMRJ

2002 Cluster Plan Clusters, networks, 
institutes

METI

Deregulation of Share Issues and 
Stock Options

Regulation MOF

Basic Law on Intellectual Property 
reformed

Regulation Diet

2003 IT Startups Support Program Funding METI

Tax deduction on the Total 
Experimental and Research 
Expense (increased to 10%)

Taxation National Tax Agency

Dream Gate, startup support 
platform

Clusters, networks, 
institutes

VEC

Plan to Promote IT among SMEs Infrastructure METI

Program for Training of Venture 
Capitalists

Education METI

(continued)
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YEAR INITIATIVE
INNOVATION  
POLICY TYPE

IMPLEMENTING 
ORGANIZATION

Challenge Community Creation 
Program

Education METI

Business Startup Support Fund Funding SMRJ

SME Growth Support Fund and 
SME Revitalization Fund

Funding SMRJ

2005 New limited liability corporate and 
limited liability partnership 
structures for VC funds

Regulation Central government

2006 Comprehensive Support Program 
for Creation of Regional Innovation

Clusters, networks, 
institutes

JST

Companies Act Amendment Regulation Central government

2008 New Startup Fund, the New 
Business Startup Loan Program, 
Provision Scheme for Challenge 
Support and Capital Enhancement, 
and Loan with Stock Acquisition 
Rights

Funding JFC

Re-challenge Support Loans Funding JFC

2009 Innovation Network Corporation of 
Japan Investment program

Funding METI and 19 
corporations

University & Graduate Schools 
Entrepreneur Education Promotion 
Network (Japanese)

Education and 
training

METI

2010 New JASDAQ Stock market access MOF

2011 Act to Facilitate Technology 
Transfer from Universities to the 
Private Sector Law)

Regulation Diet

2012 Program for Creating Startups from 
Advanced Research and 
Technology

Funding JST

The SME Business Capabilities 
Enhancement Support Act

Regulation METI

Entrepreneurs’ Challenge Education and 
training

MIC, NICT

Startup Subsidy Funding SMRJ

2013 Center of Innovation Program Funding Ministry of Education, 
Culture, Sports, 
Science, and Technology 
(MEXT), JST

Next Generation Technology 
Transfer Program (NexTEP)

Funding JST

Micro Enterprise Revitalization 
Project

Funding METI

Super Cluster Program Clusters, networks, 
institutes

JST

Mirasapo (SME portal) Infrastructure and 
government 
procurement

METI

TABLE A1. (continued)
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YEAR INITIATIVE
INNOVATION  
POLICY TYPE

IMPLEMENTING 
ORGANIZATION

Article 18 of the Labor  
Contracts Act

Regulation Diet

National Strategic Special Zones Attracting talent and 
investment

Cabinet Office

High School Student Business  
Plan Grand Prix

Education and 
training

JFC

2014 ICT Innovation Creation Challenge 
Program (I-Challenge!)

Funding MIC

Government-Public Innovation 
Program

Funding MEXT

Support Program of Capital 
Contribution to Early-Stage 
Companies

Funding JST

Taxation to promote companies’ 
venture investment

Taxation National Tax Agency

Enhancing Development of Global 
Entrepreneur Program

Education and 
training

MEXT

2015 Seed-Stage Technology-Based 
Startup

Funding New Energy and 
Industrial Technology 

Support Program and Startup-Up 
Innovation

Development 
Organization

Strengthening the global venture 
ecosystem

Clusters, networks, 
institutes

METI

Act for Demand Creation for SMEs 
amendment

Infrastructure and 
government 
procurement

Diet

Startup Visa in National Strategic 
Special Zones

Attracting talent and 
investment

Immigration Bureau of 
Japan

Jump Start NIPPON Education and 
training

METI

Promote the global alliance of 
Japan’s core companies and SMEs

Attracting talent and 
investment

METI

Project Creating a Bridge of 
Innovation between Silicon Valley 
and Japan

Attracting talent and 
investment

METI

2016 Open Innovation Platform with 
Enterprises, Research Institute and 
Academia

Clusters, networks,
institutes

 JST

Entrepreneurial Experience 
Promotion Project for Elementary 
and Junior Schools

Education and 
training

MEXT

Female entrepreneurs support 
network (ten hubs)

Clusters, networks, 
institutes

METI

Startups in Corporate Alliance
Subsidies of up to seventy million 
yen for R&D in startups in the 
program

Funding NEDO

Formation of Regional Innovation 
Ecosystem

Funding MEXT

(continued)
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YEAR INITIATIVE
INNOVATION  
POLICY TYPE

IMPLEMENTING 
ORGANIZATION

2018 J-Startup Initiative Clusters, networks, 
institutes

METI, New Energy and 
Industrial Technology 
Development, JETRO

12-Month Startup Visa Program Attracting talent and 
investment

METI and Ministry of 
Justice

2019 Start Next Innovator 2019 Attracting talent and 
investment

METI

25% tax incentive on startup 
investments

Taxation National Tax Agency

2020 Startup Visa scheme requirements
relaxed

 Attracting talent and 
investment

METI and regional 
governments

2021 Startup Visa eligibility extended to 
students already residing in Japan

Attracting talent and 
investment

METI and regional 
governments

Guidelines for Business  
Collaboration with Startups

Clusters, networks, 
institutes

Japan Fair Trade 
Commission and METI

Startup City Acceleration Project Clusters, networks, 
institutes

JETRO

Open innovation tax relief program 
allows existing companies to 
deduct from their taxable income 
25% of the value of their  
investments in startups

Taxation National Tax Agency

2022 Government Pension Investment 
Fund to increase investment in 
startups

Funding Cabinet

Startup Collaboration Strategy Clusters, networks, 
institutes

Tokyo Metropolitan 
Government

Startup Development Five-Year  
Plan

Clusters, networks, 
institutes

Cabinet

Tax reforms recommended to 
enable stock option issuance to 
nonpermanent employees

Taxation National Tax Agency

2023 Open innovation tax incentive 
extended to allow a domestic 
business corporation or its 
domestic corporate VC arm to 
deduct 25% of the cost of a startup 
acquisition from the income

Taxation Industry Creation Policy 
Division, Economic and 
Industrial Policy Bureau, 
METI
Small and Medium 
Enterprise Agency

TABLE A1. (continued)
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TABLE A2. Korea’s startup-centric innovation policies (1961–2023)

YEAR INITIATIVE
INNOVATION  
POLICY TYPE

IMPLEMENTING 
ORGANIZATION

1961 Small and Medium Enterprises 
Cooperatives Act

Regulation Central government

Industrial Bank of Korea Act Regulation Central government

Small and Medium Industry Bank 
established

Funding Small and Medium 
Industry Bank

Comprehensive Plan on the 
Promotion of Small and Medium 
Business

Regulation Central government

1977 Loan program for SMEs technology 
development

Funding Small and Medium 
Business Administration 
(SMBA)

1978 Small and Medium Enterprises 
Promotion Act

Regulation Central government

1979 Small and Medium Business 
Promotion Fund

Funding Small Business 
Corporation

1982 Ten-Year Long-Term Development 
Plan for SMEs

Regulation Central government

1986 Support for Small and Medium 
Enterprises Establishment Act

Regulation Central government

1989 Korea Technology Credit Guarantee 
Fund

Funding Korea Technology 
Finance Corporation

1996 Small and Medium Enterprises 
Promotion Act

Regulation Central government

Establishment of KOSDAQ Stock market KOSDAQ, MOF

1997 Act on Special Measures for the 
Promotion of Venture Businesses

Regulation SMBA

1998 Fostering Venture Businesses Clusters, networks, 
institutes

Central government

Special Law to Promote Venture 
Firms

Regulation Central government

Act on the Special Cases 
Concerning Support for 
Technoparks

Regulation Regional governments

Venture Business Startup Program 
“Restart Fund”

Funding Small and Medium 
Business Corporation

1999 Science and Technology Vision 
2025

Clusters, networks, 
institutes

Central government

National Science and Technology 
Council (NSTC)

Clusters, networks, 
institutes

Central government

2001 Act on the Promotion of Technology 
Innovation of Small and Medium 
Enterprises

Regulation SMBA

2002 Korea BioValley (San Diego) Funding Federation of Korean 
Industries

2003 Innovate Korea Clusters, networks, 
institutes

Central government

(continued)
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YEAR INITIATIVE
INNOVATION  
POLICY TYPE

IMPLEMENTING 
ORGANIZATION

2004 Office of Science, Technology, and 
Innovation

Clusters, networks, 
institutes

MoST

2005 Act on the Promotion of Collabora
tive Cooperation between Large 
Enterprises and Small-Medium 
Enterprises

- Regulation SMBA

Korea Venture Investment 
Corporation (KVIC)

Funding KVIC

2008 577 Initiative Clusters, networks, 
institutes

Central government

Ministry of Education, Science, and 
Technology (MEST)

Education and 
training

Central government

Institute for Korea Entrepreneur
ship Development, Korea Institute 
of Startup and Entrepreneurship 
Development (KISED) from 2011

- Clusters, networks, 
institutes

IKED/KISED

2009 Act on the Facilitation of Purchase 
of Small and Medium Enterprise-
Manufactured Products and 
Support for Development of Their 
Markets

Infrastructure and 
government 
procurement

Central, regional, and 
local governments

2011 Act on the Fostering of Self- 
Employed Creative Enterprises

Regulation SMBA

Angel Investment Matching Fund Funding KVIC

2012 Korea Technology Finance 
Corporation Act amendment

Funding Korea Technology 
Finance Corporation

2013 Creative Economy Action Plan Clusters, networks, 
institutes

Central government

Ministry of Science, ICT, and  
Future Planning

Regulation Ministry of Science, ICT, 
and Future Planning

Fund of Funds for Industrial 
Technology Commercialization

Funding KVIC

Foreign VC Investment Fund Funding KVIC

Korea New Exchange (KONEX) Stock market access KONEX

2014 Creative Economy Innovation 
Centers (CCEIs)

Clusters, networks, 
institutes

Regional and local 
governments

Act on Support for the Protection of 
Technologies of Small and Medium 
Enterprises

Regulation Central government

2015 Special Act on Support for Small 
Urban Manufacturers

Regulation Central government

Angel Fund of Funds Funding KVIC

Youth Development Fund Funding MOSF

Korea Electric Power Corporation 
Fund of Funds

Funding KVIC and Korea Electric 
Power Corporation

2016 K-Startup Grand Challenge Attracting talent and 
investment

National IT Industry 
Promotion Agency and 
MSS from 2017

TABLE A2. (continued)
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YEAR INITIATIVE
INNOVATION  
POLICY TYPE

IMPLEMENTING 
ORGANIZATION

2017 Ministry of SMEs and Startups 
(MSS)

Regulation Central government

2018 Scale-Up Co-Investment Fund Funding KVIC

KEBHana-KVIC Unicorns Fund of 
Funds

Funding KVIC and KEBHana

2019 Strategy to Promote Second 
Venture Boom

Funding Central government

SME Policy Deliberation Committee Regulation MSS

Global TOP 5 Start-Up City Seoul Clusters, networks, 
institutes

Seoul Metropolitan 
Government

Masterplan for Promoting Women’s 
Entrepreneurship Activities

Funding MSS

2020 K-Unicorn project launched Clusters, networks, 
institutes

MSS

Pledge to increase the number of 
energy-related startups to four 
thousand by 2025

Clusters, networks, 
institutes

Ministry of Trade, 
Industry, and Energy

Commitment to invest US$2.2 
billion in two thousand green 
startups over the next five years

Funding Ministry of Environment

Digital startup investment fund 
launched with US$339.6 million

Funding Ministry of Finance

Regulatory change to the Fair  
Trade Commission Law to allow 
nonfinancial holding companies  
to run corporate VC funds

Regulation Ministry of Economy and 
Finance

2021 National Pension Service 
committed US$127.2 million to four 
Korea VC funds

Funding National Pension 
Service

2022 New Entrepreneurship initiative for 
chaebol, tech giants, and startups 
to create jobs and tackle social 
issues

Clusters, networks, 
institutes

Korea Chamber of 
Commerce

2023 Startup Korea Fund announced as 
a fund of funds in which the public 
and the private sectors jointly 
invest over US$1.4 billion for four 
years from 2024 to 2027

Funding MSS

K-Tech College launched, which will 
offer training programs in software 
and provides job placement 
opportunities with Korean startups 
to talented students from 
developing economies

Education and 
training

MSS

K-Scouter program to identify and 
nurture foreign startups with high 
potential in the Korean market

Attracting talent and 
investment

MSS

TABLE A2.
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TABLE A3. Taiwan’s startup-centric innovation policies (1958–2023)

YEAR INITIATIVE
INNOVATION  
POLICY TYPE

IMPLEMENTING 
ORGANIZATION

1958 Export-led growth support of SMEs 
initiated at the urging of US aid

Regulation Executive Yuan

Six-year science education program 
initiated to send Chinese scientists 
to the United States for advanced 
study

Education and 
training

Academia Sinica, US AID

1959 National Council for Scientific 
Development established

Regulation Executive Yuan

1960 Nineteen-Point Economic and 
Fiscal Reform Program liberalized 
trade and encouraged export 
activity

Regulation Executive Yuan

Statute for the Encouragement of 
Investment (SEI) offered tax 
incentives for export-oriented 
activity in particular technological 
areas

Taxation Ministry of Economic 
Affairs

1961 Third Four-Year Economic Plan 
(1961–1964) emphasized 
labor-intensive export activities

Regulation Ministry of Economic 
Affairs

Statute for the Encouragement of 
Technical Cooperation to foster 
technology transfer to Taiwan

Attracting talent and 
investment

Executive Yuan

1963 Council for International Economic 
Cooperation and Development 
established

Regulation Executive Yuan

Taiwan Stock Exchange launched 
(after being initially formed in 
1961)

Stock market Ministry of Finance

1964 Sino-American Committee on 
Science Cooperation was created to 
institutionalize US technology 
transfers

Attracting talent and 
investment

Academia Sinica, US 
National Science 
Foundation

1965 Statute for the Establishment and 
Management of Export Processing 
Zones

Infrastructure Ministry of Economic 
Affairs

1966 Working Group for Planning and 
Development of the Electronics 
Industry

Clusters, networks, 
institutes

Council for International 
Economic Cooperation 
and Development

Modern Engineering and Technol
ogy Seminars established to bring 
leading engineers and scientists to 
Taipei

- Attracting talent and 
investment

Ministry of 
Communications

1973 Industrial Technology Research 
Institute (ITRI) established to support 
the hardware industry

Clusters, networks, 
institutes

Ministry of Economic 
Affairs
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1974 Electronic Research Service 
Organization (ERSO) established to 
develop semiconductor industry 
capabilities

Clusters, networks, 
institutes

ITRI

SME Credit Guarantee Fund 
established to boost financing 
available to SMEs

Funding Executive Yuan and 
Ministry of Finance

1976 Very-Large-Scale Integration (VLSI) 
established

Clusters, networks,
institutes

 ITRI

1979 Institute for Information Industry 
(III) established at the urging of  
K. T. Li to support software firms

Clusters, networks, 
institutes

Ministry of Economic 
Affairs

Science and Technology Develop
ment Program initiated efforts to 
attract and employ returnee 
overseas Chinese in R&D projects

- Attracting talent and
investment

 Executive Yuan, Science 
and Technology Advisory 
Group1

1980 Ten Year Economic Development 
Project (1980–1989); a set of 
strategic industries was selected 
according to the two-large (large 
linkage effects, large market 
potential), two-high (high rate of 
value added, high technology 
intensity), and two-low (low energy 
intensity, low pollution) criteria

Clusters, networks, 
institutes

Ministry of Economic 
Affairs

Hsinchu Park established, after  
being initiated by the 1979 Science 
and Technology Development 
Program, as a technology cluster

Clusters, networks, 
institutes

National Science Council

1981 Medium and Small Business 
Administration established to  
develop and coordinate policy  
efforts

Regulation Ministry of Economic 
Affairs

1983 Regulations for the Administration  
of Venture Capital Enterprises  
passed to encourage market 
development

Regulation Ministry of Finance

US$72.5 million allocation to  
further VLSI capabilities to boost 
semiconductor capabilities

Funding ITRI

1984 Tax incentives offered to manufac
turers who allocate a percentage of 
revenues to R&D

- Taxation Ministry of Economic 
Affairs

1985 Development Fund and Chiao  
Tung Bank provide NT$50 million  
and NT$30 million, respectively,  
to the First VC Investment Program

Funding National Development 
Fund
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1987 TSMC founded by ITRI, Philips, and 
private investors

Clusters, networks, 
institutes

ITRI, China Development 
Corporation

1990 Information and Communications 
Research Laboratories established  
to develop advanced and core 
technologies (for PCs and network 
communications)

Clusters, networks, 
institutes

ITRI

1991 Statute for Industrial Upgrading 
replaces the SEI as tax package for 
SME R&D incentives

Taxation Ministry of Economic 
Affairs

Liberalization of stock market to  
allow foreign institutional investors  
to invest in growth list of publicly 
traded technology firms

Regulation Ministry of Finance

Development Fund and Chiao Tung 
Bank provide NT$1 billion and 
NT$60 million, respectively, to the 
Second VC Investment Program

Funding National Development 
Fund

1992 Banking Law liberalized the banking 
sector so that commercial banks 
were more able to lend to small  
firms

Regulation Ministry of Finance

1993 Three-year stimulus comprised of 
US$1.5 billion in loans to SMEs 
and US$750 million for high- 
technology enterprises

Funding Ministry of Economic 
Affairs

1994 Taipei Exchange (TPEx) established 
as a public-equities venue for 
smaller companies

Stock market access Ministry of Finance

1995 Southern Taiwan Science Park in 
Tainan, inspired by the Hsinchu 
Science Park, site approved as part 
of New Establishment of Science 
Parks program in the Six-Year 
National Development Project;  
focus on optoelectronics and 
biotechnology

Clusters, networks,
institutes

 Executive Yuan

1999 Small Business Innovation 
Research (SBIR) launched to  
boost R&D spending among  
small firms

Funding Ministry of Economic 
Affairs

2000 Venture capital investor tax credit 
discontinued on account of political 
changes and market’s maturity

Taxation Executive Yuan

2001 Development of the Kaohsiung 
Science Park and Tainan Science 
Park ratified

Clusters, networks 
institutes

ITRI
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Issuance of Regulations on the 
Scope and Guidance of Venture 
Capital Enterprises (hereafter 
referred to as “the Scope”); the 
Financial Holding Company Act in 
2001 allowed financial holding 
companies to invest in venture 
capital

Regulation Ministry of Economic 
Affairs

Plans to strengthen the venture 
capital industry under the  
National Development Plan to be 
matched by the establishment of 
an NT$100 billion VC fund (NT$30 
billion public and NT$70 billion 
private funding)

Funding Executive Yuan

2002 Emerging Stock Board created  
within the Taipei Exchange to help 
emerging enterprises access the 
capital market

Stock market access Ministry of Finance

Six-Year Development Plan 
2002–2007 offered incentives  
to R&D centers for Challenge  
2008

Attracting talent and 
investment

Ministry of Economic 
Affairs

Business Startup Award estab
lished to recognize outstanding 
startup performances annually

- Clusters, networks, 
institutes

MoEA SME 
Administration

2003 Hsinchu Biomedical Science Park 
plans approved to foster a 
biomedicine-focused cluster

Clusters, networks, 
institutes

Executive Yuan

SME Online University created to 
provide accessible business 
training

Education and 
training

MoEA SME 
Administration

2004 Amendment of Regulations on the 
Scope and Guidance of Venture 
Capital Enterprises to expand 
funding channels and ease 
restrictions on investment scope 
and fund utilization

Regulation Ministry of Economic 
Affairs

2005 National Science and Technology 
Development Plan (2005–2008) 
names startup three times

Regulation National Science Council

Scope revisions require venture 
capital funds with capital 
commitments from banks, 
insurance companies, securities 
firms, financial holding companies,
or pension funds to apply to the 
Industrial Development Bureau  
for approval

 

Regulation Ministry of Economic 
Affairs
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2006 Relaxed Scope makes it easier for 
investors to exit their positions by 
decreasing the required holding 
time of company securities and 
lifting the limit on share sales

Stock market access Ministry of Finance

2008 Challenge 2008 (passed in 2002)  
to invest NT$30 billion alongside 
private funding of NT$70 billion  
in VC

Funding National Development 
Fund

2009 National Science and Technology 
Development Plan (2009–2012) 
specifies startup competitions and 
promoting entrepreneurial spirit as 
key elements

Regulation National Science Council

2010 InvesTaiwan Service Center 
established to provide a  
one-stop shop for investors  
in the Taiwanese startup 
ecosystem

Attracting talent and 
investment

MoEA

2012 In bid to boost software-based 
gaming startups’ capital markets 
access, the TPEx launched its 
online gaming sector index

Stock market access Ministry of Finance

Bilateral fund of VC fund (Strategic 
Cooperation on Joint Investments 
in Venture Capital Funds) with New 
Zealand created

Funding National Development 
Fund

2013 National Science and Technology 
Development Plan (2013–2016) 
mentions startup eight times, and 
entrepreneur* three times

Regulation Executive Yuan

Launch of From IP to IPO program  
to enable startups’ scale-up  
abilities through the provision of 
mentorship on fundraising 
negotiations

Education and 
training

National Science Council

2014 Launch of HeadStart Taiwan, a 
startup funding program

Funding National Development 
Council

Innovation and Startups Taskforce 
launched to coordinate  
entrepreneurial capabilities  
across agencies

Clusters, networks, 
institutes

Executive Yuan

2015 Taiwan Startup Hub established  
to provide consulting and  
advisory services to  
entrepreneurs

Education and 
training

Executive Yuan

Contact Taiwan Program approved 
with the aim of attracting global 
startup talent

Attracting talent and 
investment

National Development 
Council
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Taiwan Startup Stadium  
established as a global  
ecosystem builder

Attracting talent and 
investment

National Development 
Council

Taiwan Rapid Innovation  
Prototyping League for  
Entrepreneurs platform  
activated to connect global 
hardware startups with partners  
in Taiwan

Technology 
infrastructure and 
government 
procurement

MoST

The International Entrepreneur 
Initiative Taiwan established  
as a single-portal website for 
entrepreneurial activities

Technology 
infrastructure and 
government 
procurement

MoST

Plans for Taiwan Innovation  
and Entrepreneurship Center,  
a state-sponsored innovation  
office in Silicon Valley,  
announced

Clusters, networks, 
institutes

MoST

2016 Launch of the Asia Silicon Valley 
Development Plan; the Asia Silicon 
Valley Development Agency is  
created to coordinate efforts

Clusters, networks, 
and institutes

National Development 
Council

National S&T Development Plan 
(2017–2020) mentions startup 
eighteen times and entrepreneur 
eighty-two times and offers 
startups funding, accelerators, 
coworking spaces, websites, 
international links, and so on

Regulation MoST

2017 5+2 Innovative Industries Plan to 
promote seven pillar industries, 
including Internet of Things 
(branded as Asia Silicon Valley), 
green energy, biomedicine, national 
defense and aerospace, new 
agriculture, and the circular 
economy

Cluster, networks, 
institutes

Executive Yuan

Taiwania Capital is founded as a 
government-run VC fund

Funding Executive Yuan’s 
National Development 
Fund

NT$2 billion Business Angel 
Investment Program established to 
extend the startup investment 
ecosystem

Funding Executive Yuan’s 
National Development 
Fund

2018 Action Plan for Enhancing  
Taiwan’s Startup Ecosystem 
initiated

Cluster, networks, 
institutes

National Development 
Council
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Launch of FinTechSpace, a 
fintech-focused coworking space  
in Taipei

Clusters, networks, 
institutes

Financial Supervisory 
Commission and Taiwan 
Financial Services 
Roundtable

Taiwan Tech Arena established  
to provide training and  
international connections for 
technology startups

Attracting talent and 
investment

MoST

Women Entrepreneurship Awards 
launched

Cluster, networks, 
institutes

MoEA SME 
Administration

2019 Linkou Startup Terrace established 
as an international startup-centric 
innovation hub in a university 
environment

Cluster, networks, 
institutes

Executive Yuan

Act for the Recruitment and 
Employment of Foreign Profession
als launches Entrepreneur Visa

-
Attracting talent and 
investment

MoST

2020 Taiwan Accelerator Plus creates 
Advanced Industry Strategic 
Implementation Plan

Attracting talent and 
investment

MoEA SME 
Administration

Project on Promoting Innovative 
Financing and Commercialization 
offers a web-based platform  
to source prototyping  
manufactures and information  
on crowdfunding

Infrastructure MoEA SME 
Administration

2021 TPEx creates Pioneer Stock Board 
to assist stock market access for 
companies operating in strategic 
industries

Stock market access Ministry of Finance

Women Entrepreneurship Program 
to encourage and train female 
founders

Clusters, networks, 
institutes

MoEA SME 
Administration

Next Big program launches, to 
identify and promote startups 
internationally

Clusters, networks, 
institutes

MoEA and NDC

2022 500 Global Accelerator Taiwan run 
again, with twenty startups

Clusters, networks, 
institutes

Taiwan Tech Arena and 
500 Startups

2023 Next Big startup initiative 
expanded, selecting 13 startups 
for backing as Taiwan’s startup 
island brand ambassadors

Clusters, networks, 
institutes

MoEA and NDC
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IMPLEMENTING 
ORGANIZATION

1980 State Patent Office of the PRC 
established

Regulation State Council

1985 CPC Central Committee Decision 
on the Reform of the Science and 
Technology System

Regulation CPC Central Committee

1986 China New Technology Start-Up 
Investment Company enables VC 
funding

Funding State Science and 
Technology Commission 
(SSTC), MOF

1987 Wuhan East Lake Hi-Tech 
Innovation Center established

Clusters, networks, 
institutes

Wuhan Municipal 
Government

1988 Torch Program created, which 
included technology business 
incubators and equity funding 
components

Funding and 
clusters, networks, 
institutes

SSTC

Beijing (Zhongguancun) New 
Technology Industry Experimental 
Zone approved

Clusters, networks,
institutes

 State Council

1989 China KZ High Technology Co. Ltd. 
established

Funding SSTC, Commission for 
Science, Technology, 
and Industry for  
National Defense, China 
Merchants Group

1991 National High-Tech Industrial 
Development Zones established

Clusters, networks, 
institutes

State Council

National Science and Technology 
Venture Capital Development 
Center established

Funding SSTC, MOF, Industrial 
and Commercial Bank of 
China

1993 Law of the People’s Republic of  
China on Progress of Science and 
Technology

Regulation Standing Committee of 
the National People’s 
Congress

1994 Nanjing Overseas Students 
Entrepreneurship Park established

Attracting talent and 
investment

Ministry of Education, 
Ministry of Personnel, 
State Administration of 
Foreign Experts Affairs, 
Nanjing Municipal 
Government

1995 Torch Program Industrial Base 
prioritization scheme

Clusters, networks, 
institutes

SSTC

1997 Opinion on Establishing Interna
tional Enterprise Incubator

- Clusters, networks, 
institutes

SSTC

1998 State Intellectual Property Office of 
the PRC established

Regulation CPC Central Committee, 
State Council
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1999 Decision of the CPC Central 
Committee and the PRC State 
Council on Strengthening 
Technology Innovation, Developing 
High Technology, and Realizing 
Industrialization

Regulation CPC Central Committee, 
State Council

Opinions on Establishing a Venture 
Investment System

Regulation MoST, State Develop
ment Planning Commis
sion, State Economic 
and Trade Commission, 
People’s Bank of China, 
SAT, China Securities 
Regulatory Commission 
(CSRC)

-
-

Revision of the Company Law  
of the PRC

Regulation Standing Committee of 
the NPC

Innofund further advanced Funding MoST, MOFC

2000 Policies on Encouraging and 
Promoting the Development  
of SMEs

Regulation State Economic and 
Trade Commission

Opinions on Accelerating the 
Establishment and Development of 
High-Tech Entrepreneurship Service 
Centers

Clusters, networks, 
institutes

MoST

Amendment to the Patent Law of
the PRC

  Regulation Standing Committee of 
the NPC

SME International Market 
Development Fund established
Measures for the Administration of 
the SME International Market 
Development Fund (Provisional)

Attracting talent and 
investment

MOF, Ministry of Foreign 
Trade and Economic 
Cooperation

(Beijing) Preferential Household 
Registry (hukou) policy for 
entrepreneurs

Attracting talent and 
investment

Beijing Municipal 
Government

2001 Provisions Concerning the 
Establishment of Foreign-Funded 
Venture Capital Enterprises

Regulation MoST, State Administra
tion for Industry and 
Commerce (SAIC)

-

Measures for Administrating 
Overseas Students Entrepreneur
ship Parks

-
Attracting talent and 
investment

Ministry of Personnel

2002 Law of the PRC on the Promotion  
of Small and Medium-Sized 
Enterprises

Regulation Standing Committee of 
the NPC

Beijing Venture Award for Outstand
ing Overseas Returnees

- Attracting talent and 
investment

Beijing Administration of 
Personnel
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2003 Provisions Concerning the 
Administration of Foreign-Funded 
Venture Capital Enterprises

Attracting talent and 
investment

MOFTEC, MoST, SAIC, 
State Administration of 
Taxation (SAT),  
State Administration of 
Foreign Exchange

Opinions on Further Improving the 
Operation of High-Tech Enterprise 
Incubators

Clusters, networks, 
institutes

MoST

Special Subsidy for SME Service 
System

Clusters, networks, 
institutes

MoF

2004 SME Board created Stock market  
access

CSRC

Special Fund for SME Development Funding MoF, NDRC

Roadmap Scheme for Growth of 
Tech-Based SMEs

Regulation Innofund Administration 
Center, Shenzhen Stock 
Exchange (SZSE), China 
Development Bank, 
National Business  
Incubator Association, 
China VC Association

Opinions concerning further 
promotion of the Establishment 
and Development of National 
University Technology Parks to 
encourage entrepreneurship among 
university students

Education and 
training

MoST, MOE

Special Central Government  
Subsidy for the Establishment of 
Local SME Platform Service  
Systems

Clusters, networks, 
institutes

MoST

2005 Provisions on the Administration of 
Venture Capital Enterprises

Regulation NDRC, MoST, MoF, 
Ministry of Commerce 
(MOFCOM) PBOC, SAT, 
SAIC, China Banking 
Regulatory Commission, 
CSRC, SAFE

Guidance Opinions on Banks’ Loan 
Business with Small Enterprises

Regulation China Banking 
Regulatory Commission

SME Information Technology 
Promotion Project

Education and  
training

NDRC, MIIT
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2006 Tax incentives for Technology 
Innovations by Enterprises

Taxation MoF, SAT

Opinions on Strengthening the  
SME Credit Guarantee System

Regulation NDRC, MOFCOM , PBOC, 
SAT, China Banking 
Regulatory Commission

11th Five-Year Plan on University 
Technology Parks

Education and 
training

MoST, Ministry of 
Education

11th Five-Year Plan on Chinese 
Tech-Based Enterprise Incubators

Clusters, networks, 
institutes

MoST

Measures for Accrediting and 
Administering Tech-Based 
Enterprise Incubators

Clusters, networks, 
institutes

MoST

2007 Tax incentives for Venture Capital 
Investments in High-Tech SMEs, for 
National University Technology 
Parks, and for Tech-Based 
Enterprise Incubators

Taxation MoF, SAT

Tax incentives for High-Tech 
Enterprises Newly Set Up in Special
Economic Zones and in Pudong 
District of Shanghai2

 
Taxation State Council

Priority for independent innovation 
products in government 
procurement

Technology,
infrastructure, and
government
procurement

MoST

Venture Capital Guiding Fund for 
Tech-Based SMEs

Funding MoF, MoST

Several Opinions on Promoting 
Development Zone for New and 
High Technology Industries to 
Further Develop and to Increase 
Independent Innovation Capacity

Clusters, networks, 
institutes

MoST, NDRC, Ministry of 
Land Resources, 
Ministry of Construction

2008 Guiding Opinions on the Establish
ment and Operation of the Venture 
Capital Guiding Fund for Tech-Based 
SMEs

- Regulation NDRC, MoF, MOFCOM

Thousand Talents Plan  
(Recruitment Program of Global 
Experts Directorate and Office)

Attracting talent and 
investment

CPC Organization 
Department

Guiding Opinions on Promoting 
Employment through 
Entrepreneurship

Regulation Ministry of Human 
Resources and Social 
Security (MOHRSS), 
NDRC, MOE, MIIT, MoF, 
Ministry of Land and 
Resources, Ministry of 
Housing and Urban-Rural 
Development, MOFCOM, 
PBOC, SAT, SAIC
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Creation of Government-Guided 
Investment Funds

Funding State Council, MoF, 
NDRC

Building of Entrepreneurial Cities Clusters, networks, 
institutes

MOHRSS

2009 ChiNext Stock market access CSRC

Youth Employment and Entrepre
neurship Bases Program

- Clusters, networks, 
institutes

Communist Youth 
League of China

Emerging Industries Venture 
Capital Program

Funding NDRC, MoF

Chinese Overseas Students’  
Return and Entrepreneurship 
Support Program

Attracting talent and 
investment

MOHRSS

2010 China Innovation Relay Network Clusters, networks, 
institutes

MoST

Measures for Accrediting University 
Students’ Technology Entrepreneur
ship and Internship Bases 
(Provisional)

-
Clusters, networks, 
institutes

Ministry of Education, 
MoST

National Medium- to Long-Term  
Talent Development Plan Outline 
(2010–2020)

Regulation Central Committee of 
the CPC, State Council

University Students Entrepreneur
ship Guidance Program

- Education MOHRSS

2011 Provisional Measures for Promoting 
SME Development through 
Government Procurement

Technology 
infrastructure and 
government 
procurement

MoF, MIIT

Innovative Talents Promotion 
Program

Clusters, networks, 
institutes

MoST, MoF, MOHRSS

University Graduates Grassroots 
Nurturing Program

Clusters, networks, 
institutes

CPC Organization 
Department, Ministry of 
Education, MOHRSS, 
Central Committee of the 
Communist Youth League 
of China

12th Five-Year Plan on Science and 
Technology Development

Regulation State Planning 
Commission, MoST

12th Five-Year Plan on SME Growth Regulation MIIT

National Fund for Technology  
Transfer and Commercialization

Funding MoF, MoST

Opinion on Supporting Overseas 
Students to Return to China and  
Start Businesses

Attracting talent and 
investment

CPC Organization 
Department, MOHRSS

China Innovation and Entrepreneur
ship Competition

- Clusters, networks, 
institutes

Torch High Technology 
Industry Development 
Center of the MoST, 
Innovation Fund for 
Tech-Based SMEs 
Administrative Center
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2012 State Council Opinion on Further 
Support the Healthy Development 
of Micro and Small Enterprises,  
No. 14

Regulation State Council

Tax incentives for micro and small 
enterprises

Taxation State Council

Opinion on Deepening Technology 
System Reform and Accelerating 
the Establishment of National 
Innovation System, No.6

Regulation CPC Central Committee, 
State Council

China Innovation and Entrepreneur
ship Competition

- Cluster, networks, 
institutes

Torch High Technology 
Industry Development 
Center of the MoST, 
Innovation Fund for 
Tech-Based SMEs 
Administrative Center

2013 Amendment to the Company Law of 
the People’s Republic of China

Regulation Standing Committee of 
the NPC

Innovation-Based Industrial 
Clusters

Clusters, networks, 
institutes

MoST

National Equities Exchange and 
Quotation

Stock market access MoF

2014 Roadmap Scheme for Growth of 
Tech-Based SMEs 2.0

Clusters, networks, 
institutes

Torch High Technology 
Industry Development 
Center of the MoST, 
SZSE, National Equities 
Exchange and Quota
tions Co. Ltd., China 
Merchants Bank

-

Notice on the Plan for Deepening 
the Reform of the Management of 
Centrally Financed S&T Projects

Funding State Council

2015 Guiding Opinions of the General 
Office of the State Council on 
Expanding Mass Entrepreneurship 
Space and Promoting Mass 
Innovation and Entrepreneurship

Regulation State Council

Master Plan of the Startup 
Ecosystem Development Strategies

Regulation State Council

Model Cities for Micro and Small 
Businesses Entrepreneurship and 
Innovation

Clusters, networks, 
institutes

MoF, MIIT, MoST, 
MOFCOM, SAIC

National Fund for SME Develop
ment and National Guiding Fund for 
Emerging Industries Venture 
Capital

- Funding State Council
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E-commerce Entrepreneurship and 
Innovation Service Project3

Technology 
infrastructure and 
government 
procurement

NDRC, MOFCOM, PBOC, 
SAT, SAIC, General 
Administration of Quality 
Supervision, Inspection, 
and Quarantine

13th Five-Year Plan for the 
Development of National Enterprise
S&T Enterprise Incubators

 
Clusters, networks, 
institutes

MoST

Chinese Enterprises “Go Global” 
Innovation and Entrepreneurship 
Competition

Clusters, networks, 
institutes

MOFCOM

2016 E-commerce Entrepreneurship and 
Innovation Service Project

Technology 
infrastructure and 
government 
procurement

NDRC, MOFCOM, PBOC, 
General Administration  
of Customs, General 
Office of SAT, SATC

China Innovation Challenge Clusters, networks, 
institutes

Torch High Technology  
Industry Development 
Center of the MOST, 
Innovation Fund for Tech- 
Based SMEs Administra
tive Center’

-

Tax incentives for Tech-Based 
Enterprise Incubators

Taxation MoST, SAT

Promoting Continuous and Healthy 
Development of Venture Capital,  
No. 53

Funding State Council

2017 Several Measures for Promoting 
Innovation Development in 
Free-Trade Zones

Clusters, networks, 
institutes

MoST, MOFCOM

Opinions on Promoting the High- 
Quality Development and the 
Establishment of an Upgraded 
Version of Mass Innovation and 
Entrepreneurship

Regulation State Council

National High-End Foreign Experts 
Recruitment Plan

Attracting talent and 
investment

MoST

Guiding Opinions on Promoting the 
Development of National University 
S&T Parks

Clusters, networks, 
institutes

MoST, Ministry of 
Education

2017 “Maker China” Small and 
Medium-Sized Enterprise Innova
tion and Entrepreneurship 
Competition (first year)

-
Clusters, networks, 
institutes

MIIT, MoF
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2018 Measures for the Administration of 
Technological Business Incubators

Clusters, networks,
institutes

 MoST

Notice on Tax Policies for 
Technology Business Incubators, 
University Science Parks, and 
Maker Spaces

Taxation MoF, SAT, MoST, 
Ministry of Education

Negative List for Market Access 
established to restrict sectors for 
private investment; with 151 items

Regulation NDRC, MOFCOM

2019 Launch of Science and Technology 
Innovation Board on Shanghai 
Stock Exchange

Stock market access Shanghai Stock 
Exchange

Issuing Several Policies and 
Measures to Support the 
Accelerating Innovation and 
Development of Technological 
SMEs in the New Era

Clusters, networks, 
institutes

MoST

Organizing and Recommending 
National Technological Innovation 
Demonstration Enterprises, No. 97

Regulation MIIT

“Little Giants” named as high-
growth startups in select indus
tries, such as semiconductors, 
machinery, and pharmaceuticals

-
Clusters, networks, 
institutes

MIIT

Preferential Startup Tax policies; 
VC investors receive a 70% 
deduction on taxable income

Taxation SAT

Issuing the Guiding Opinions on 
Promoting the Innovation and 
Development of National University 
Science Parks

Clusters, networks, 
institutes

MoST

2020 Foreign Investment Law to 
standardize corporate structure 
and governance

Regulation State Council

Draft rules on limiting monopolistic 
practices by internet platforms

Regulation State Administration for 
Market Regulation

Draft personal data protection plan Regulation Cybersecurity 
Administration

2021 Statement on labor laws’ maximum 
of forty-four-hour work week

Regulation Ministry of Labor, High 
Court

Ban on cryptocurrency and for-profit 
companies in the Edtech industry 
(not-for-profit companies cannot go 
public nor raise foreign investment 
capital)

Regulation CPC Central Committee, 
State Council, PBOC

Plans for a negative list for Variable 
Interest Entities who list in 
overseas capital markets

Regulation CSRC

Creation of the Beijing Stock 
Exchange to cater to startups

Stock market access CSRC

TABLE A4. (continued)
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YEAR INITIATIVE
INNOVATION  
POLICY TYPE

IMPLEMENTING 
ORGANIZATION

2022 Acceptance of Ant Financial 
application for financial holding 
company

Regulation PBOC

2023 Special Provisions regarding 
Venture Capital Funds simplifies 
fund registration, offers less 
frequent inspections by the CRSC, 
and facilitating exits for qualifying 
VCs

Regulation State Council

Launch of US$40 billion state-
backed fund to invest in the 
semiconductor industry, as part  
of the Big Fund

Funding MoF

1 The STAG was created by the premier’s office, with K. T. Li leading the formation of the group in 1979.
2 Tax relief from enterprise income tax for the first two years of operations; taxes to be levied at half of the 
statutory tax rate of 25 percent for the third to the fifth years.
3 For policy details, see Notice from the National Development and Reform Commission and Seven Other 
Departments on Promoting the Development of e-commerce [in Chinese]. July 30, 2024, http://www.cac 
.gov.cn/2016-06/01/c_1118968390.htm.

TABLE A4.

http://www.cac.gov.cn/2016-06/01/c_1118968390.htm
http://www.cac.gov.cn/2016-06/01/c_1118968390.htm
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Notes

INTRODUCTION

 1. The attributes of the developmental state have been debated. We note that before 
the developmental state concept was articulated, neoclassical economists provided the 
dominant interpretation of East Asian economic success on the theme incentivized 
exports and getting the prices right (e.g., Balassa 1985). From the 1990s, “counter-revi
sionists” argued that accounts of the role of industrial policy making were overstated. 
These scholars asserted that ineffective policy leadership, a lack of cohesion, and the rise 
of politicization appeared by (at least) the 1980s (Friedman 1988; Kitschelt 1991; Callon 
1995; Noble 1998; Cumings 1999; Keller and Samuels 2003). Scholars have also challenged 
the consistency of the model, noting that small firms were also driving technology-centric 
upgrading in some cases (Tsai 1999) and playing an important role, even in models led 
by large firms (e.g., Japan’s keiretsu or Korea’s chaebol) (Ibata-Arens 2005; Breznitz 2007; 
Greene 2008).

-

 2. Unicorn is the widely used term to describe startups with valuations of US$1 billion 
or more. The term was coined in the context of high-growth startups—rather than mythi
cal stories—in a 2013 TechCrunch article by venture capitalist Aileen Lee (see Lee 2013).

-

 3. For a sample of the VoC literature, see Crouch (2005), Becker (2009), Carney et al. 
(2009), Carney (2016), Coates (2005), Hancke et al. (2007), and Hancke (2009).
 4. Patient capital refers to long-term capital with societal aims and less emphasis on 
achieving a timely return. See Richard Deeg, Iain Hardie, and Sylvia Maxfield (2016) for a 
conceptualization of patient capital that takes engagement and time horizon into account; 
see also Albert O. Hirschman (1970) for essential framing of the choice of whether to exit 
(in the context of finance, to sell), use voice (actively engage management), and remain 
loyal (maintain investment position).
 5. A cognate strand of this research delineates varieties of state capitalism, conceptu
alizing different roles of state-led development and governance modes (Kang 2010; Chen 
2015; Naughton and Tsai 2015).

-

 6. There has long been diversity in terms of the size of firms supported by the state. 
Notably, in Taiwan, it was SMEs rather than conglomerates that were to drive technology
centric upgrading (Breznitz 2007; Greene 2008). In the Chinese context, a combination of 
smaller “gladiatorial entrepreneurs” (Lee 2018) and bigger state-backed firms were essen
tial to driving advances.

-

-

 7. Astro Teller, “The Unexpected Benefit of Celebrating Failure,” TED talk, May 9, 
2016, YouTube video, 15:32, https://www.youtube.com/watch?v=2t13Rq4oc7A.
 8. Mission-oriented or transformative policies are those that target a clearly articu
lated and society-wide outcome (Schot and Steinmueller 2018).

-

 9. See literature on the instruments used in startup policy (Brown et al. 2013; Klin
gler-Vidra 2014; Blackburn and Schaper 2016).

-

 10. This is not at the hand of creative destruction, though; big businesses have been 
challenged through regulatory crackdowns. The Chinese government has not threatened 
the position of other large companies, such as Tencent and ByteDance, which also operate 
platform business models (Rahman and Thelen 2019; Jia and Kenney 2022; McKnight  
et al. 2023).

https://www.youtube.com/watch?v=2t13Rq4oc7A
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1. ANALYTICAL FRAMEWORK

1. In addition to the LME and CME types, scholars debate the extent to which there
are regional variations. Given this book’s focus on East Asia, we note that some have 
depicted an Asian model of capitalism (see Hundt and Uttam 2017; Storz et al. 2013; 
Amable 2003). More state-specific depictions have been conceptualized across national 
innovation system (NIS) and East Asian business system literature (Chen and Hamilton 
1996; Whitley 1999, 2007; Beeson and Liew 2002; Aoki et al. 2007; Globerman et al. 2011; 
Walter and Zhang 2012; Witt and Redding 2013; Lee et al. 2016; Chen 20019). In this 
book, we strive to contribute further to this line of work that distinguishes variation within 
the region.

2. Some scholars also point to a cultural element, noting Confucian traditions (Hof
stede and Bond 1988; Kim and Park 2003).

-

3. In addition to studying how much change has occurred, research also explains
why the change is happening. Some point to crises, such as the EAFC, as potential critical 
junctures capable of ushering in change (Capoccia 2015; Collier and Munck 2022).

4. The mechanisms by which large firms may engage governments, and vice versa,
are not the focus of this book. According to recent research, incumbent firms exercising 
their political connections lobby for self-serving policies (Bombardini et al. 2023) and 
related means of asserting their power to impose barriers to creative destruction (Baslan
dze 2023). We do not strive to observe backroom dealings that may shape how, and why, 
incumbent firms enter startup initiatives. What we do strive to systematically observe 
is whether and how large firms appear in startup policies. We can then analyze how big 
company and startup interactions are expected to deliver socioeconomic value.

-

 5. In China, the state has a mixed approach, sometimes watching “gladiatorial entre
preneurs” fight in nascent markets before offering access to state largess for those who 
emerge as winners (Lee 2018). In other cases, state-owned enterprises lead in developing a 
critical technology, such as the partially state-owned SMIC and its attempts to lead China’s 
semiconductor abilities since it was established in 2000.

-

 6. There is growing evidence that entrepreneurship tax incentives can be unproduc
tive forms of government initiatives (IMF 2016, 40). Zoltan Acs and coauthors (2016) 
conclude that tax incentives are ineffective in boosting innovative startups, instead prop
ping up lifestyle entrepreneurs who do not go on to employ others and do not advance 
innovative products.

-

-

7. Accelerators and incubators differ in their expectation of participants’ business
ideas, their length, and their selection process. Accelerators can be highly selective in 
striving to identify individuals or teams with concrete business ideas and then run as 
cohort-based programs over the course of months, whereas incubators tend to be more 
open to would-be entrepreneurs at the idea generation stage (Bone et al. 2017, 12–13).

8. Patient capital is defined as finance from providers that “aim to capture benefits
(both financial and otherwise) specific to long-term investments and who do not exit their 
investment or loan if non-financial company (NFC) managers do not respond to short
term market pressures” (Klingler-Vidra 2016, 692; Deeg et al. 2016).

-

9. One of the central challenges around the advance of startup-friendly stock
exchanges is the balance of governance (prudent listing requirements) and accessibility 
(ease of listing) with public protection concerns (e.g., potential for fraud and excessive 
risk).

10. What is considered radical innovation changes over time. To give an example, in
the evolution of the semiconductor industry, the 1950s and 1960s were periods of radical 
innovation in which the technology was being defined; then, from the 1970s and espe
cially the 1980s, advances in manufacturing became ever more important to the industry’s 
commercialization (Miller 2022).

-
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 11. Input legitimacy has to do with the substance or the process, whereas output legiti
macy refers to the initiative’s impact or performance (see Scharpf 1999).

-

2. JAPAN

 1. Scholars have contested the validity of the keiretsu-centric developmental state for 
different reasons; for instance, Ibata-Arens (2005) argues that all along it was small firms 
that powered national innovation prowess, not the keiretsu themselves. Bob Johnstone 
(1999) similarly points to the long-standing presence of Japan’s entrepreneurs, even in 
the developmental state era. Steven K. Vogel (2018, 107) details government assistance 
for small businesses, beginning with MITI’s provision of subsidized loans in the 1960s. 
David Friedman asserts in The Misunderstood Miracle that the mainstream account of 
the Japanese postwar model overlooked what he argues is the fundamental role that SME 
manufacturers played (1988, 2). There are three primary types of Japanese conglomerates 
(keiretsu): horizontal keiretsu have large firms in different industries and receive finance 
from a major city bank, or “main bank”; vertical keiretsu refer to subcontracting relation
ships between large industrial firms and SMEs; and distribution keiretsu guarantee sales 
and marketing channels. Japan’s “big six” horizontal keiretsu are Fuyo, Sanwa, Sumitomo, 
Mitsubishi, Mitsui, and DKB Group. DKB was delisted in 2000, and then the combined 
Mizuho Holdings was formed (also combining Fuji and the Industrial Bank of Japan). The 
vertical keiretsu are Toyota, Toshiba, and Nissan.

-

 2. In a contemporary setting, the three Japanese mega banks are Mitsubishi UFJ 
Financial Group, Sumitomo Mitsui Financial Group, and Mizuho Financial Group.
 3. Japan’s reforms in 2006 saw the creation of the Government Pension Investment 
Fund (GPIF), which is the world’s largest pension fund at the time of writing. The GPIF, 
because of this twenty-first-century restructuring, only enters the analytical lens later in 
the story.
 4. For more details on the J-Startup Initiative, see J-Startup, accessed June 13, 2024, 
https://www.j-startup.go.jp/en/about/docs/J-Startup_EN_181009.pdf.
 5. This move was hoped to enhance labor mobility, but labor market flexibility did 
not proliferate quickly.
 6. The keiretsu still offered welfare programs that were more generous than the 
National Pension offering. In this sense, the incentive to stay and grow with a firm 
remained—though you could move from one keiretsu to another.
 7. For an example of SoftBank announcements of stock option issuance in this 
period, see SoftBank Group, accessed June 13, 2024, https://group.softbank/en/news
/press/20040527.
 8. In 1982, the first VC fund was launched in Japan, with the Japan Associated 
Finance Co. Ltd. (JAFCO) partnering with Nomura Securities, Sanwa Bank, and Nippon 
Life Insurance Company to establish a VC fund structured as a limited liability company 
(Hata et al. 2007, 158).
 9. The program aims to “promote corporate investments in startups” by allowing 
“existing companies to deduct from their taxable income 25% of the value of their invest
ments in startups” (Japan Times 2021).

-

 10. Corporate VC–backed deals accounted for 24 percent of all global VC transactions 
in 2019 (and also 2020), which was up from an average of 20 percent a few years before 
(CB Insights 2021).
 11. Son has made waves in Europe and Silicon Valley, where he has been said to have 
“massively disrupted” startup investments as he has deployed the world’s largest VC fund 
(de Leon 2019). SoftBank made headlines in Europe in 2016 in the context of the acquisi
tion of Arm, a leading semiconductor design firm based in the United Kingdom, as Arm 
was seen as a critical asset for British technology (Farrell and Kollewe 2016). SoftBank’s 

-

https://www.j-startup.go.jp/en/about/docs/J-Startup_EN_181009.pdf
https://group.softbank/en/news/press/20040527
https://group.softbank/en/news/press/20040527
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investment in Arm was again a big news story in 2023 (Nikkei Staff Writers 2023c). Son’s 
big-ticket VC model has been questioned, given a decline in tech company valuations 
(Pesek 2023). In that context, Son’s 2018 remark that SoftBank’s Vision Fund was not 
“just recklessly making investments” has been retrospectively criticized as having “little 
to show,” as the massive fund seemed to miss out on the big winners in artificial intel
ligence—their core theme (Brown 2023).

-

 12. While these American-styled policies were employed, some evidence suggests that 
they have had lackluster results (Mowery and Sampat 2004; Vogel 2018).
 13. The Bank of Japan drove interest rate hikes in 1989 to counter the pressures but 
ultimately failed, and the bubble burst in 1991. The recession caused corporate bankrupt
cies, bank failures, and a relatively large increase in unemployment. Beyond the immedi
ate causes of the recession, its fallout was worsened due to its coinciding with a genera
tional shift and an industrial hollowing out (Ibata-Arens 2005, 63).

-
-
-

 14. Scholars note that Japan did not wholly succumb to pressures to converge on an 
American system (Amyx 2004). Jonathan Zeitlin and Gary Herrigel (2000) conceive the 
shifts in technology and management as selectively adopted and modified elements of 
the US system. Leonard J. Schoppa (2006) argues that pressure for reform (Hirschman’s 
concept of “voice”) to Japan’s system of “convoy capitalism” did not fully materialize in 
the 1990s due, in part, to the low costs incurred by large firms in moving operations and 
financial transactions offshore (“exit”). Kent E. Calder (2017, 43–44) asserts that while 
some American initiatives and practices have been adopted into the Japanese context, 
there remains “deep resistance to Anglo-American-style market practices.” Fumihito 
Gotoh and Timothy J. Sinclair (2017) detail limits to adopting American practices in the 
Japanese financial system. Ulrike Schaede (2020) speaks of Japan’s business reinvention 
but notes the persistence of its large firms.
 15. SoftBank’s Masayoshi Son had become a household name, synonymous with a new 
breed of brash technology entrepreneurs in Japan. Son was challenging Japan Inc. after 
bringing Yahoo to Japan in 1996.
 16. While these policies aimed to boost rates of women active in entrepreneurship, we 
note that by the end of his term, Abe’s “Womenomics” push (which ran from 2013 to 2020) 
fell short of its targets (Crawford 2021).

3. KOREA

 1. Some of Korea’s new chaebol—Coupang, Kakao, and Naver, for instance—are 
among the world’s most active corporate VC investors. Some long-established chaebol, 
especially Samsung, are prolific actors in startup accelerators and VC activities in Korea 
and across world regions. However, we acknowledge varying levels of startup engage
ment among the approximately seventy companies identified by the Korean Foreign Trade 
Commission as chaebol each year.

-

 2. Revisionists to the Korean developmental state model assert that SMEs played a 
role as well as the chaebol. Chang-Yong Sung and colleagues (2016) explain that SMEs 
had long been nurtured by the government. Others note that the chaebol were, after all, 
fledgling entrepreneurial firms at earlier historical eras (Hemmert and Kim 2021).
 3. We note that the government passed the Support for Small and Medium Enter
prises Establishment Act and launched twelve VC firms in 1986. The act and these early 
VC firms provided the first infrastructure for US-style VC to exist. By 1995, there were 
forty-nine VC firms (Ko and Shin 1999). Also, at the tail end of the antecedent period 
(1996), the state established KOSDAQ to promote access to equity financing for high-
growth firms (Sung et al. 2016). However, these early VC activities were marginal relative 
to the thrust of the bank-based system.

-
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 4. Park was involved in a scandal in which Samsung and other chaebol were accused 
of providing donations to a close confidant of the president in exchange for political 
favors, further eroding the image of large corporations (Chung 2018). Ultimately, this 
culminated in Park’s impeachment and subsequent prison sentence (Chung 2018).
 5. Yoon Suk-yeol, New Year address to nation, January 1, 2023.
 6. A KRW25 billion FoF for Industrial Technology Commercialization was created 
in 2013 to promote the commercialization of technologies by startups with little experi
ence in this area. This was followed shortly after by a Foreign VC Investment Fund. Also 
launched in 2013, this KRW135.4 billion fund focused on enabling the entry of startups 
in foreign markets. A second such fund, worth KRW170.7 billion, was launched in 2016 
(KVIC 2024c). Furthermore, a KRW41.6 billion Angel FoF was created in 2015 to invest 
in private investment associations making investments in early-stage startups (KVIC 
2024a).

-

 7. The first venture boom was said to have taken place in the late 1990s and early 
2000s.
 8. Korea liberalized capital controls (Chinn and Ito 2006; Gallagher 2015), which led 
to short-term foreign borrowing by the chaebol ballooning to 67 percent of all foreign 
debt and 300 percent of foreign reserves by mid-1997 (Wang 2007, 1093). Korea’s inability 
to service this debt was the immediate cause of the EAFC hitting the country.
 9. However, only a few months after taking office, he faced large protests due to his 
decision to reverse a ban, in place since 2003, on US beef imports, as Korea and the United 
States negotiated the KORUS trade agreement. The so-called US beef protests made Lee 
take a more cautious and less laissez-faire approach (Moon 2009).
 10. Lee Myung-bak, New Year’s message to the nation, January 3, 2012.
 11. Park Geun-hye, “Opening a New Era of Hope,” February 25, 2013.
 12. Government of the Republic of Korea, “The Park Geun-hye Administration’s Cre
ative Economy Blueprint: Creative Economy Action Plan and Measures to Establish a 
Creative Economic Ecosystem,” June 5, 2013.

-

 13. Moon Jae-in, congratulatory remarks by President Moon Jae-in at the second 
annual meeting of the Board of Governors of the Asian Infrastructure Investment Bank, 
June 16, 2017.

4. TAIWAN

 1. Like revisionist work on other developmental states, there is debate as to whether 
the state was the central protagonist in the story of Taiwan’s economic miracle. Some argue 
that the Taiwanese state was not as instrumental as has been construed, nor as coherent 
as portrayed (Chu 1989, 2007; Haggard and Zheng 2013). Instead, they argue that outper
formance should be primarily attributed to the “strategies and abilities of entrepreneurs, 
engineers and managers” (Hobday 1995, 98). Others emphasize the relative decline in the 
role of the state, especially from the 1980s (Yeung 2016; Fuller 2020), while still others 
point to sectoral variability in the state’s performance (Fuller 2013b).

-

 2. We note that state-led import substitution industrialization, which prioritized large 
public firms, was pursued in Taiwan from 1952 to 1958. Major corporations (e.g., Tai
yuen Textile and Far Eastern Textile) and even conglomerates (e.g., Formosa Plastics) 
emanate from the early years, when large firms played a crucial role. In terms of the moti
vations for entrepreneurial support, scholars such as Richard Whitley (1992) note that the 
KMT leadership (who had fled from mainland China) desired to limit the power of ethnic 
Taiwanese in particular, rather than all private-sector actors.

-

-

 3. Taiwan’s democratization advanced following the death of Chiang Kai-shek in 
1975. Political parties were legalized later, in 1987, along with the end of Martial Law.
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 4. The Nineteen-Point Program liberalized the market by establishing “permanent 
economic institutions like the central banking system and capital market; and it provided 
preferential treatment to private business” (Tsai 1999, 73). The SEI introduced the provi
sion of tax rebates on products that were exported and simplified investment licensing 
procedures. It provided for a five-year tax holiday as well as a tax deduction for annual 
export proceeds (Kuo 1982, 301) and delineated “encouraged enterprises” as types of com
panies on a list of categories, which was under constant revision (Haggard 1990, 96).

-

-

 5. Policy “sought to maximize the benefits from FDI [foreign direct investment] for 
local firms by promoting local sourcing and subcontracting” (Lall 1996, 73), which helped 
facilitate significant technology transfer to Taiwan’s small suppliers.
 6. Taiwan Startup Stadium, “Our Story,” accessed June 16, 2024, https://www.start
upstadium.tw/ourstory.
 7. The two universities are National Chiao-Tung University and National Tsing-Hua 
University.
 8. Martin Kenney and colleagues (2013) debate this centrality of returnees to the Tai
wanese technology industry around Hsinchu. They detail the transnational experience of 
the founders of the first cohort of very successful companies, showing that the first cohort 
primarily drew from local education and experience. It was a later group of returnees that 
boosted what was an already exciting technology cluster.

-

 9. To do this, global links have been sought to build the capacity of domestic startups 
to expand to world markets. For instance, the MoST announced the launch of the Taiwan 
Innovation and Entrepreneurship Center in 2015, which provides high-growth startups 
with grants of up to US$20,000 as well as mentorship while based at the center to boost 
their scaling up. The National Science Council was reorganized as the MoST in 2014 and 
given the responsibility of delivering on the Executive Yuan’s Innovation and Entrepre
neur initiative.

-

 10. For more on the Taiwan Accelerator Plus and its different programs, see https://
taccplus.com/en/accelerator-2/. (Accessed July 26, 2024).
 11. Two of the industry leaders were Dr. Ta-Lin Hsu and Morris Chang. Hsu was a 
senior manager at IBM and a VC investor in California who is said to have brought Silicon 
Valley–style venture capital to Taiwan by setting up H&Q in Taiwan and by initially edu
cating policy makers—especially K. T. Li and the Executive Yuan—about VC (Klingler
Vidra 2018). Morris Chang, who worked in the United States, including at Texas Instru
ments, for more than twenty-five years, was recruited to Taiwan by Li to be the head of 
ITRI. In 1987, he founded Taiwan Semiconductor Manufacturing Company at the behest 
of Li (Saxenian 2006).

-
-
-

 12. According to the Taiwan Venture Capital Association, the tax credit had been 
essential in boosting the number of VC funds as well as the money under management. 
The number of VC funds grew from 1996 to 2000 alone, and there was an increase from 
47 to 170 VC managers, with the assets under management growing from US$820 million 
to US$4 billion (Fulco 2015).
 13. Taiwania Capital, “About Us,” accessed June 16, 2024, https://en.taiwaniacapital
.com/#.
 14. TSMC was founded in a similar way to how UMC had been. The Taiwanese state 
organized a group of investors to establish the privatization of the very large scale integra
tion (VLSI) fabrication facility segment of ERSO in 1986. Initial investors included Philips 
and China Development Corporation.

-

 15. We note that while ITRI and state support for the hardware sector is widely seen 
as effective, policy to boost innovation capacity in the software industry, with the Insti
tute for Information Industry (III) as its primary promoter, is viewed as a relative failure 
(Fuller 2002). The explanation given for the divergent experiences of hardware and soft

-

-

https://www.startupstadium.tw/ourstory
https://www.startupstadium.tw/ourstory
https://taccplus.com/en/accelerator-2/
https://taccplus.com/en/accelerator-2/
https://en.taiwaniacapital.com/#
https://en.taiwaniacapital.com/#
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ware has centered around ITRI’s role in conducting R&D that enabled “world-leading 
capabilities” for hardware firms, while III was effectively competing with software firms 
(Breznitz 2007, 100).
 16. Biotechnology was on the science and technology agenda as early as the 1980s. 
However, Joseph Wong (2005, 173) notes that it was only in 1995 that resources began 
flowing toward the area with the creation of the Promotion Program for Biotechnology 
and the 1996 Biotechnology and Pharmaceutical Industries Promotion Office (BPIPO) 
within the jurisdiction of the Industrial Development Bureau.
 17. In 1979, the United States and the PRC established formal diplomatic relations. 
While the Taiwan Relations Act in March 1979, afforded implicit support, the explicit 
security alliance, via the US-ROC Mutual Defense Treaty, expired in January 1980.
 18. Taiwan did pursue an Import Substitution Industrialization strategy until 1958.

5. CHINA

 1. Daniel Zhang stepped down as CEO in September 2023 in a planned leadership 
transition as the company continued its spin-off efforts (Qu and Cao 2023).
 2. Debate persists on whether the state is a driver or inhibitor of the country’s ability 
to escape the middle-income trap (Huang 2008; Ang 2016). For some, there is the counter
intuitively positive role of weak institutions in enabling China’s development (Ang 2020), 
while others emphasize the inability of innovation to continue to thrive given this insti
tutional environment (Fuller 2016). Still others emphasize the role of local governments, 
such as those in Shanghai and Shenzhen, rather than a monolithic central government 
(Breznitz and Murphree 2011).

-

-

 3. The Torch Program strove to boost Silicon Valley–like activities, in terms of tech
nology incubators, science parks, and equity funding. Zhongguancun Science Park, for 
many, is the first science and industrial park in China, given its importance to the ecosys
tem and the extent to which it has acted as the model for startup-centric innovation clus
ters in China (Blank 2013). Zhongguancun quickly came to be known as “China’s Silicon 
Valley” (Segal 2003, 57–59). Indeed, some of its biggest technology firms, including search 
portal Baidu, TikTok owner ByteDance, ride-hailing app DiDi Chuxing, e-commerce 
platform JD.com, IT firm Lenovo, or food delivery app Meituan-Dianping, were all set up 
in this cluster (Jing 2018).

-

-
-

 4. We note the vibrant scholarship (such as Tsai 2002) that argues that these early 
interventions were not largely (or even peripherally) responsible for the performance of 
startups in this era. Yasheng Huang (2008, ix) asserts that “as late as 1998 much of the 
Chinese officialdom held private entrepreneurship in utter contempt.”
 5. The 1985 CPC Central Committee Decision on the Reform of the Science and 
Technology System allowed for the establishment of VC investment.
 6. While the China Venturetech Investment Corporation has been referred to as a VC 
firm, it was more of an investment vehicle that allowed the central government to invest 
in a variety of assets, such as real estate and financial securities. After that initial use of the 
term VC, more than twenty provincial governments eventually designed, funded, and ran 
VC funds (Wang and Wang 2011).
 7. The 863 Program listed seven key technological fields: biotechnology, space, IT, 
laser technology, automation, energy, and new materials; telecommunications and marine 
technology would be added to the list in 1992 and 1996, respectively.
 8. There was not widespread agreement on this direction among the leading coalition 
(Shih 2022). Instead, key figures like Deng and Zhu Rongji advocated for the reduction of 
the planned economy. Chen Yun, who was the head of the national Economic and Finan
cial Commission from 1979 and then the chairman of the Central Advisory Commission 
for Deng’s government from 1981 until 1987, had advocated for a “bird cage economy” 

-

https://JD.com
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in which the plan is the cage and the economy (the bird) can fly freely within that. Chen 
opposed more liberal openings, particularly as advocated by Deng, throughout the 1980s 
and is said to have slowed China’s shift to a market economy (Tyler 1995).
 9. The mass entrepreneurship and innovation initiative targeted the public, but two 
groups were singled out. The first was the migrant worker population. In general, rural 
migrants moving to the cities have higher entrepreneurship rates than urban and rural 
residents, in sectors such as wholesale, retail, or food (Liu et al. 2019, 681). The initiative 
sought to tap into their entrepreneurial mindset to boost employment.
 10. At this point in time, two types of VC firms coexisted, according to Douglas Fuller 
(2010, 452–453). The first type included foreign firms invested in technology-light deals, 
such as internet startups. These firms leveraged the Chinese government’s decision to 
largely exclude foreign firms such as Google, Yahoo!, Facebook, and Twitter from its mar
ket, providing the market space for equivalents such as Baidu, Sina, Tencent, 51jobs, and 
so on. The second type invested in more technology-intensive deals, such as semiconduc
tor design firms.

-

-

 11. While startup financing increased, following protests in 1994, state direction of 
credit had also recentralized (Su et al. 2018). These two trends—fiscal centralization and 
increased startup funding—continued to advance concomitantly in the early 2000s.
 12. We note that research has shown that access to Innofund is dependent on other 
factors, such as political connections (Wang et al. 2017). As a result, there is an ongoing 
debate about the extent to which Innofund has offered widespread support for startup 
prowess (Chen and Xu 2020).
 13. There were differences between Chinese VC professionals who did and did not 
have overseas experience. On the individual level, Manhong Mannie Liu (2015, 117) 
explains that, historically, there were “two tracks” of domestic VC firms in China: “ground 
beetles” and “sea turtles.” Ground beetles referred to Chinese VCs with little overseas 
experience and most often referred to private VCs who had prior government experience 
and were new to VC. These ground beetles became active in 1999, when regulations were 
changed so that nongovernmental venture capitalists were allowed to operate (Kenney 
et al. 2002). Sea turtles, on the other hand, are Chinese professionals who returned from 
living overseas, often gleaning experience in VC firms while abroad.
 14. Liu Xinlian, “A New Gold Rush,” Beijing Review, August 15, 2011.
 15. While a welcome development, government approval for firms to be listed in 
ChiNext was considered opaque in the first few years after the stock exchange’s launch 
(Zhang et al. 2017, 400). Indeed, larger Chinese tech firms are said to have preferred to list 
in Nasdaq or the New York Stock Exchange (Gucbilmez 2014, 180).
 16. The State Council issued the “Notice on the Plan for Deepening the Reform of 
Management of Centrally Financed S&T Projects.” Under the new system, the Inter
Ministerial Joint Council was introduced to coordinate priorities and budgeting while 
preventing overlap across and within ministries. MoST was put in charge of the council.

-

 17. The Technology Innovation Guiding Fund(s) was divided into three funds: the 
Venture Capital Guidance Fund for Emerging Industries, launched in 2015; the National 
Fund for Technology Transfer and Commercialization, which had been established in 
2011 but became more active from 2015; and the National Fund for SME Development, 
also launched in 2015. By the end of 2017, these three funds oversaw sixty-five funds 
of funds managing RMB114.1 billion, with plans to eventually reach RMB300 billion. 
Therefore, government funding disbursement was decentralized. The funds had to adhere 
to the priorities outlined by the Xi government, but once in operation, they were free to 
decide which startups to support and how to manage their own programs. Furthermore, 
the central government provided funds along with local governments, SOEs, banks, and 
other actors (China Innovation Funding 2020b).
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 18. The government wanted to support startups that were finding it more difficult to 
be listed in the United States. Furthermore, more established (former) startups, such as 
Alibaba, JD.com, or Xiaomi, were opting to list in Hong Kong as an insurance policy in 
case they were asked to leave US stock exchanges (Lockett 2020).
 19. We note that scholars like Huang (2008) contest the gradualist reform narrative 
and instead depict the 1980s as an era of radical reforms and the 1990s as a reversal of 
those efforts. The share of China’s SOEs over time is a fraught measurement, as one needs 
to count their numerous subsidiaries (Pettis 2013). According to the Economist’s (2013) 
measurements, in 2001, Chinese SOEs still accounted for around 65 percent of assets and 
50 percent of profits and sales; by 2008, the figures were down to around 45 percent of 
assets and 30 percent of profits and sales. Meanwhile, the number of private firms, espe
cially in the technology sector, continued to grow exponentially throughout this period. 
The SOEs were largely in sectors such as petroleum (Sinopec or China National Petro
leum), utilities (State Grid Corporation), banking (Industrial and Commercial Bank of 
China, or Bank of China), telecommunications (China Mobile), or chemicals (Sinochem) 
(Fortune 2020).

-

-

 20. The local governments did not, though, get to retain the corporate taxes paid by 
startups in HIDZs (Su et al. 2018). Revenue for local government coffers came through 
the broader activity—consumption, land development, and more—that the clusters 
represented.

CONCLUSION

 1. We do note that, outside of startup policy, there are government efforts to ensure 
sufficient talent and infrastructure to aid the ongoing competitiveness of the Silicon 
Shield. 
 2. We say that “the story goes” because this account of the origin of the phrase is 
contested. See Gautam Mukunda (2020), who details that what Wilson said was the oppo
site—that what was good for the country was good for General Motors.

-

https://JD.com
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