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The Effect and Mechanism of Government-Guided Fund to
Improve Capital Misallocation

ZHOU Bo, KONG Xinyue, LIU Jing

( School of Finance and Taxation, Dongbei University of Finance and Economics, Dalian 116025, China)

Summary: The decline in the efficiency of resource allocation is a challenge to slow economic growth at the current stage,
which reflects the deep-seated institutional contradictions. It is necessary to go beyond the conventional “government vs
market” binary opposition thinking, guide technological innovation through institutional innovation, and realize the
transformation of resource allocation from “scale expansion” to “quality improvement”. Government-guided fund is a new
choice for orderly competition. Existing studies mainly analyze it from the perspectives of industrial agglomeration, digital
finance, establishment of free trade zones, digitization and intelligent analysis of resource misallocation, etc., but they do not
pay attention to the potential of government-guided fund to improve resource misallocation and the significance of
institutional innovation by the government to solve “market failure” and “government failure”.

Based on the data of prefecture-level government-guided fund from 2014 to 2019, this paper analyzes the effect of
government-guided fund on capital misallocation. The empirical study reveals that the government-guided fund increases
capital misallocation in the short term and improves capital misallocation in the long term, and this conclusion is still valid
after endogeneity treatment and robustness tests. Given the serious imbalance in China’s economic development, this paper
conducts grouping regression according to region, business environment, and digital economy development. The
heterogeneity analysis results show that better geographical location, business environment, and digital development can
enhance the resource allocation effect of government-guided fund. The mechanism test shows that the government-guided
fund guides social capital to carry out innovation, entrepreneurship, and green investment. Although it has a disturbance to
the market in the short term, it improves the efficiency of the capital allocation in the long run, producing a crowding effect.
Further analysis shows that the promotion of industrial structure upgrading in the two aspects of industrial upgrading and
industrial rationalization, through cultivating and gathering core elements that can promote innovation, entrepreneurship,
and industrial structure upgrading, promotes the development of new quality productive forces.

This paper has the following policy implications. It determines the goal and positioning of the government-guided fund
according to local conditions, explores the positive interaction between the government and the market mechanism, and
utilizes big data to monitor the operational risks of the invested enterprises based on establishing a dynamic risk early
warning system, focusing on long-term social benefit assessment, and avoiding excessive accountability. It is necessary to
balance the relationship between patience and fault tolerance with effective incentive mechanisms and institutions to
promote original innovation and the development of emerging industries.

Key words: government-guided fund; capital misallocation; technological innovation; green investment; industrial structure;

new quality productive forces
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