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Welcome to the 62nd edition of the Capco 

Journal of Financial Transformation, the second 

to be published in partnership with King’s College 

London, a world-renowned leader in education 

and research. 

This year marks the Journal’s 25th anniversary and 

the beginning of Capco30, our strategic vision as we 

build towards Capco’s landmark 30th anniversary.

At the heart of Capco30 is The Expert Advantage: our 

commitment to be the trusted partner clients turn to 

when the stakes are highest. We are proud to have 

built an exceptional business by obsessing about 

our deep expertise, our strong client relationships, 

our innovative culture and our reputation for impact.

The Journal has embodied that ambition since 

its launch in 2001. Over the past quarter century, 

it has brought together leading academics 

and industry practitioners – including Nobel 

laureates, international regulators and board 

members of major institutions – to examine the 

forces shaping fi nancial services and the wider 

global economy. We are equally proud to see Capco 

experts sharing their perspectives alongside such 

distinguished contributors. 

As Professor Crawford Spence, our editor from 

King’s College, observes in his introduction, this 

edition might aptly have been titled ‘how to survive 

and thrive in turbulent times’. 

After decades of globalization, fi rms are both 

refocusing on local market shifts and new forms of 

cross-border collaboration. Technology is driving 

integration as trade barriers rise; fi nancial innovation 

is accelerating amid monetary realignment and 

volatile geopolitics; and the green transition is 

redrawing both energy markets and fi scal priorities. 

Edition 62 focuses on the new world order emerging 

from these shifts – and how leaders across fi nancial 

services and energy are rethinking established 

assumptions, navigating new risks and identifying 

opportunities for growth. 

The coming decade could bring one of the most 

consequential reconfi gurations of global business 

and economic systems in generations.  

This environment reinforces the importance of 

expertise, judgement and the ability to turn insight 

into action. At Capco, we help clients connect vision 

models and strengthening resilience to reimagining 

customer experiences and the future of work. 

2026, Edition 62

Journal
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We bring together industry depth, technology and 

data capabilities, and disciplined execution to help 

clients navigate the moments that matter most 

with confi dence. 

The Journal is one expression of that Expert 

Advantage: convening leading perspectives, 

challenging established thinking and helping 

shape the agendas that will defi ne the future of 

our industries.

I hope you will fi nd the articles in this edition 

both thought-provoking and valuable for 

informing your organization’s future vision and 

strategic decisions. 

My sincere thanks and appreciation to our 

contributors, readers and clients.

Annie Rowland, Capco CEO



Editor’s note
2026, Edition 62

We could equally have labelled this volume of the 

Journal of Financial Transformation ‘how to survive 

and thrive in turbulent times’, given that each of the 

articles e� ectively attempts to tackle this issue in 

their own unique way. Times are indeed turbulent. 

Recent months and years have borne witness to 

increased military confl ict, heightened economic 

shocks and the emergence of new political forces. 

These disruptions are often captured in popular 

discourse by reference to, variously, the decline 

of the rules based international order, the rise 

of authoritarianism and the re-emergence of 

nationalism and protectionism as challenges to 

globalization. While putting clear conceptual 

parameters around what is a very unsettled 

geopolitical period is di�  cult, there is at the very 

least little doubt that the world is changing and 

that a new order is emerging. To paraphrase an old 

political aphorism: the old is dying and the new is 

struggling to be born. 

This geopolitical reshu�  ing is the backdrop to the 

current issue of the Journal. Contributors were 

asked to think about how fi nancial services and 

energy might respond to, and indeed themselves 

help reshape, the new global order that is emerging. 

What they have presented here can be grouped 

into four conceptual clusters, each of which makes 

up a distinct sub-theme in this issue of the journal: 

colliding worlds; monetary risks; strategic pivots; 

and private markets. 

The fi rst group of articles we refer to here as colliding 

worlds. The worlds that collide here specifi cally are 

those of fi nance and energy. Each of these forces 

us to zoom out from fi nancial transactions and 

investments and think about the wider environmental 

and material basis for these. For example, Ragland’s 

fascinating look at the arms race for computing 

power shows how the rapid expansion of data 

centers is at odds with the way in which existing 

energy infrastructure is built. Those who will be 

successful in rolling out advanced computing power 

are those who will be able to fi nance and build out 

alternative energy infrastructure at the same time. 

This has strong parallels with Xu and Preda’s article 

looking at the infrastructure of bitcoin mining, which 

demonstrates in some detail how supposedly digital 

assets have heavy materiality in terms of both the 

physical infrastructure that supports them and the 

energy consumption that goes into their mining 

and processing. Finally, Savignon takes the energy 

transition head on by exploring the mechanics and 

possibilities of carbon credits in Brazil, a country 

which is characterised by a dominance of renewables 

in its energy mix. Showing real heterogeneity in how 

carbon credits are deployed in di� erent sectors 

in Brazil, this article concludes by outlining how 

those who are able to integrate thinking around 

fi nance, data and energy will be able benefi t from 

and contribute to the energy transition in the 

Brazilian market. 

Monetary risks refer to the various ways in which 

currencies are embroiled with risk at both the 

national and transnational levels. As the fundamental 

means via which deals are transacted, it is perhaps no 

surprise that we fi nd money, in its various guises, to 



have so many political infl ections. Cryptoassets are 

often heralded as some kind of safe haven (‘digital 

gold’) during times of economic and political turmoil 

and there are many central banks across the globe 

who are now pursuing digital currency projects 

of their own. These have signifi cantly lagged the 

development of private crypto initiatives. One of 

the reasons for this might be the perceived fi nancial 

crime risk that is associated with digital currencies 

in general, something which Tjeransen’s article 

outlines in detail. 

Fiat currencies are also deeply imbricated in 

geopolitical factors. This is the subject of Hou et 

al’s article which draws attention to the ways in 

which currency risk premia are associated with 

trade imbalances between nations. Such factors are 

of increasing importance to, not only forex traders, 

but any organization engaging in currency hedging. 

Finally, nowhere is the importance of currency to 

geopolitics more evident than in Zayim’s article 

looking at how central banks engage in currency 

swaps with other central banks. Focusing on both 

China and the US, Zayim shows how each has sought 

to build up spheres of infl uence with di� erent 

counterparties as part of larger attempts to accrue 

power and minimize geopolitical risk for themselves. 

Our third conceptual ‘bucket’ looks at how individual 

organizations respond to geopolitical shifts. In other 

words, these articles look at the various strategic 

pivots that organizations make in order survive and 

thrive in turbulent times. These strategic pivots can 

take di� erent forms depending on the geography 

and industry in question. For example, Schnyder 

shows how banks in East Central Europe can 

mitigate risk in response to rising anti-FDI policies 

in that region. In Scriven’s article the author shows 

how software delivery needs to be reconfi gured in 

order to overcome increasing regulatory divergence 

and export controls. 

In times of geopolitical uncertainty, capital markets 

can become less e�  cient in allocating capital 

and so fi rms have to focus more on their internal 

e�  ciencies, which is what Gkikopoulos and 

Stathopoulos illustrate in their article exploring 

the relationship between fi rms and banks; such 

relationships have implications for tax planning and 

productivity. Political turbulence also impacts hiring 

strategies, which Nguyen and Sila demonstrate in 

relation to corporate hiring practices during times 

of election uncertainty. Finally, Confalone makes a 

strong case for a strategic pivot towards developing 

‘enterprise intelligence’ in the age of AI, a shift 

which has governance implications for fi nancial 

services organizations. 

The fi nal sub-theme of the issue refl ects an ongoing 

interest that we have had in private markets. The 

shift from public to private markets is one of the 

big secular shifts of modern fi nance, which was 

dealt with explicitly in issue 61. In this issue, we build 

on this with two further articles. One of these, by 

Phalippou, tackles the shift of private equity towards 

retail investors, outlining the potential risks in selling 

private equity products that were designed with 

institutional investors in mind to a less informed and 

less powerful constituency. Preda and Chen’s article 

pursues another tack, showing how venture capital 

funding in Asia and elsewhere has to be cognisant 

of surrounding government policy imperatives if it is 

to be successful. 

Taken together, these articles argue that fi nancial 

services are not simply being bu� eted by geopolitical 

change. They are becoming one of the arenas in 

which that change is negotiated. Through payment 

systems, liquidity backstops, energy and computing 

infrastructure, corporate strategy and the evolving 

boundary between public and private markets, 

we can see how geopolitical forces manifest 

themselves and adapt to existing institutional 

constraints and imperatives. 

Professor Crawford Spence 

King’s College London
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Venture capital investment
and the return of geopolitics

Alex Preda  |  Professor of Sociology, Lingnan University

David Xingyi Chen  |  Research O�  cer, Lingnan University1

Authors

Abstract
We set out two major ways states and geopolitics intervene in venture capital (VC) operations. 

First, states and geopolitics constitute uncertainties and risks that VCs need to account for, on the 

capital that VCs attract and deploy, and the technologies that VCs invest in. Second, governments 

participate in the private capital markets by providing VCs with funds, collaborating with VCs, 

and purchasing startup services. We observed changes in how these two avenues infl uence VC 

operations. Geopolitics are increasingly pertinent, resulting in a situation of heightened risks and 

uncertainties, impacting access to markets and potential returns. Governments behave more 

strategically in select vectors and retrench in others, resulting in a corresponding reorientation of 

VC strategies. These developments go against the understanding of the retreat of the state, where 

private capital increasingly becomes the go-to medium for funding technological innovation. 

Instead, the states are becoming more hands-on, acting according to geopolitical competitions 

and their strategic priorities. We call for this development to be recognized by academics and 

practitioners and o� er practical suggestions.

national policies or trade breakdowns. The stock 

market is famously responsive to geopolitical 

tensions, as illustrated by their impact on S&P 

500, FTSE 100, Nikkei and Hang Seng Index. The 

VC investment market is di� erent, as they consist 

of primarily privately associated, large-scale 

capital, and are not directly controlled by states or 

infl uenced by public perceptions of geopolitical 

developments. Though there have been recent 

developments where states set up their own 

VC funds [Sun (2025)], the VC market remains 

primarily private in nature. This is not to say that 

VCs can safely ignore macroenvironments, more 

that they engage with them di� erently. Since the 

ultimate obligation of general partners (GPs) is to 

1. Introduction

While clustered within hubs of capital, 

technological expertise and academic institutions 

(e.g., New York, Silicon Valley, London, Hong Kong, 

or Singapore), venture capital (VC) represents 

transnational capital fl ows, with practitioners 

hailing from many di� erent nationalities, 

intervening and deploying in multiple geographic, 

political and regulatory environments. As such, 

VCs come into contact with state bodies and 

geopolitics in their operations. 

One may argue that nation states and their 

geopolitics infl uence many markets. VCs are indeed 

not alone in having to respond to and account for 

1  This work is funded by the Hong Kong Research Grant Council, the General Research Fund, grant 13608124. ChatGPT 5.2 
was used for research on regulatory regimes across di� erent countries. 
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This sustained growth means VCs emerge from 

their predominantly U.S. roots towards global 

prominence, as expressed in capital fl ows, 

expertise, vision, and regulation. Contemporarily 

speaking, VCs tend to operate with transnational 

capital and deal fl ows. Investments into any 

given startup are likely to involve an investment 

syndicate consisting of cross-border investments 

[Bradley et al. (2019); Maula and Wunder (2023)]. 

As venture investment grows in both instances 

and sizes, more capital is required for VCs to 

e� ectively intervene in startups. This enhanced 

demand for deployed capital results in the 

attraction of capital beyond the domestic market, 

provided that the host nation allows the infl ow of 

foreign capital [Klingler-Vidra (2018)]. 

Globalization is also present on the upstream of 

venture capital, as VCs need to raise funds before 

they can deploy them in startups. The institutions 

that provide VCs with liquidity (the limited 

partners, or LPs) can be university endowments, 

pension funds, sovereign wealth funds, family 

o�  ces, or high-net-worth individuals, all from 

di� erent countries. Practitioners in this space are 

equally diverse, which in turn facilitates the fl ow 

of capital and returns across national boundaries 

[Klingler-Vidra and Pardo (2025); Madhavan 

and Iriyama (2009)]. These dynamics lead to 

increased global dispersion of VC funds. At the 

turn of the century, nearly 80% of VC funds were 

headquartered in the U.S., this number is now less 

than 50% [National Science Foundation (2024)]. 

Other centers of VC investments, like the U.K., E.U. 

and China, grew in importance. 

VC investments are often fundamentally 

transnational in their purpose, too: VCs invest 

in technologies that could potentially be 

transformative globally. In a practical sense, VCs 

need their startups to scale up as quickly as 

possible into as many target markets as possible; 

return funds to primarily private investors, they 

are relatively autonomous and at arm’s-length 

from geopolitical factors. This article will set 

out the specifi cities of VCs in their engagement 

with geopolitics in detail, as well as setting out 

recent changes in the fi eld. The arguments and 

observations we put forward are based on 54 

ethnographic interviews with practitioners in 

the fi eld (VCs, startup founders, and adjacent 

professionals). We start by pointing to VCs’ global 

features to establish a basis for geopolitics to 

intervene in VC operations, through their capital 

fl ows, cosmopolitan practitioner scenes, project 

visions, and navigation of regulatory regimes. 

We then move on to propose two major avenues 

where geopolitics intervene: 1) as uncertainties 

and risks and 2) as participants of private capital. 

We will then highlight how the expressions of 

these avenues are changing. 

2. Global venture capital

Venture capital, as a category of high-risk, high-

reward investment, originates from whaling 

ventures in the nineteenth century [Nicholas 

(2019)]. These ventures, from their inception, are 

underlined by the extreme risks within which an 

investment takes place – a whaling ship that one 

invests in might return to port empty-handed, 

or even not at all. In the reverse instance, a ship 

may yield astronomical returns if the expedition 

proves successful. The exposures to highly-

skewed risk profi les defi ne the modus operandi of 

VCs. Venture capital as an institutional investment 

form solidifi ed fi rst in the U.S., and to a lesser 

extent the U.K., from the post-war period onwards, 

engaging with ever-larger sums of capital under 

management [Klingler-Vidra (2018); Nicholas 

(2019)]. While subjected to the boom-bust cycles 

of the capital market at large, VCs have become, 

increasingly, where capital is chaneled towards 

technological innovation. 
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can also be recently established or even not 

established in a given jurisdiction, which enable 

VCs to strategically pursue business in locations 

with limited oversight. Further, regulatory regimes 

can propagate from one jurisdiction to others in a 

form of oversight globalization. For instance, the 

setup and structure of administrative guidance 

and legislation that enable the establishment of 

onshore private VC funds in Hong Kong references 

similar structures in the U.S. and the Cayman 

Islands [Eversheds Sutherland (2020)]. As such, 

VCs mitigate risks of overexposure to regulatory 

regimes of singular powerful states by electing 

to domicile in jurisdictions where the regulations 

are laxer, or where the authorities in question are 

unable and/or unwilling to commit to rigorous 

enforcement. VCs may elect to domicile in neutral 

locations rather than the U.S. or China, like the 

British Virgin Islands and the Cayman Islands. 

Beyond these neutral locations, each clusters have 

their own specifi cities. While the U.S. environment 

is conventionally understood as a neo-liberalistic 

[Klingler-Vidra (2018)], a closer look at the impact 

of regulatory principles on fund operations across 

their lifecycles reveals important di� erences that 

go beyond mere labels (see Table 1).

States also have a preference on what 

technologies are of national importance and 

what types of capital are allowed to intervene 

in the development of said technologies – with 

AI being the most pertinent demonstration. As 

the U.S. and China are the number one and two 

destinations of VC capital deployment [National 

Science Foundation (2024)], geopolitics also 

comes into play in more direct formats of bans, 

sanctions and trade wars. Due to these structures 

of venture investment within di� erent states and 

geopolitical infl uences, we ask, how do states 

and geopolitics intervene in VC operations? What 

are the avenues of infl uence? How are the 

impacts of these avenues shifting with changing 

global politics?

this ensures a rapid growth of valuation/VC exit 

payout. VCs aim for their investments to transform 

into “unicorns” — companies valued at $1 billion 

and more. This is easier to achieve if the fi rms in 

question have global reach. In a rhetorical sense, 

VCs, through their investments into di� erent 

technological projects, are proposing new 

imaginaries of human existence [Beckert (2016)]. 

The usual lingo of startups is that of radical 

change: solutions that will revolutionize how we 

view everything; products that change human life 

for the better; the world will never be the same 

with this service. Throughout these presentations, 

the intended audience and customer base for 

VCs’ investments, with the notable exception of 

defense, are defi ned as large sectors of the world 

– in other words, global. 

That VCs are global entities (based capital fl ows, 

expertise, and vision) does not mean that the 

fi eld of venture capital should be understood as 

a space of global parity. On the contrary, VCs are 

extremely concentrated in select metropolitan 

locales, with Silicon Valley as the VC cluster par 

excellence [Ferrary and Granovetter (2009); 

Guzman and Stern (2015)]. Clusters facilitate the 

sourcing of available capital, the assemblage of 

VC syndicates, and the discoveries of promising 

startups. Prominent hubs are Silicon Valley and 

New York in the U.S., London in Europe, and Hong 

Kong and Singapore in Asia. This means that, 

instead of engaging with states and geopolitics 

on a philosophical level, VC funds and fi rms need 

to concretely navigate the specifi c regulations of 

these global clusters. 

Sovereign regulatory regimes can be friendly 

to VCs or not, with di� ering characteristics. An 

example is to compare the relaxed governance 

in places like the Cayman Islands with stricter 

controls in China. Regulations on VCs and startups 

Private markets I Venture capital investment and the return of geopolitics
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account for. Given the power disparity between 

national governments and VCs, accounting for 

such uncertainties and risks are often impossible, 

but VCs would need to at least have an awareness 

of how these factors could potentially disrupt, 

redirect or even halt investment activities. Some 

of these impacts are currently known and are 

therefore factored in and quantifi ed through 

fi rm valuations. These “known unknowns” (or 

risks) often have a probabilistic pathway towards 

fi xed outcomes – A may have a 60% chance 

of happening as opposed to B’s 40%, but the 

outcomes of the event will be either A or B. 

Other impacts in the future cannot be currently 

predicted or factored into consideration. These 

3. How states and 
geopolitics intervene

3.1 Uncertainties and risks

As discussed above, VCs deploy and operate in 

di� erent national markets where the government 

has di� ering forms, regulatory regimes 

and priorities. Resultantly, some sovereign 

governments create environments conducive 

to VCs while others are less friendly. Regardless 

of whether the investment environment within 

a nation is accommodating or not, the states 

and geopolitics intervene in VC operations by 

creating uncertainties and risks that VCs have to 

Table 1: The impact of regulatory principles on venture fund hurdles across the lifecycle

Type Formation Fundraising 
and marketing

Operations Portfolio 
and exit

Wind-down

Disclosure-
based / 
market 
discipline 
(U.S.)

Medium 
(private 
contract)

High (o� er 
exemptions + 
anti-fraud)

High 
(confl icts/
fees, controls)

Medium 
(MNPI, insider 
trading)

Medium

Manager-
centric / 
prudential 
gatekeeping 
(E.U.)

High 
(manager 
authorization, 
governance)

High 
(passport/
NPPR 
constraints)

Very high 
(depositary/
oversight, 
reporting)

Medium High

State-
directed / 
industrial 
policy (China)

Very high 
(registrations, 
“who may 
manage”)

High (who 
may invest/
raise)

High (ongoing 
supervision + 
penalties)

Very high 
(capital 
controls, 
sector rules)

Medium

Jurisdictional 
arbitrage / 
contractual 
freedom 
(Cayman)

Very high 
(vehicle 
engineering)

Medium 
(relies on 
“elsewhere” 
rules)

Medium 
(AML/
benefi cial 
ownership 
trend)

Low Medium

Hybrid / 
functional 
regulation 
(Hong Kong)

Medium High 
(professional-
investor 
regime and 
licensing 
trigger)

High (SFC 
conduct/
internal 
controls)

Medium Medium
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“In terms of valuation, in Asia it is very di� erent 

from what it used to be [lower than previously – 

authors’ note], because of the interest rate hikes... 

In the last 15 years, there’s a lot of cheap powder 

in the industry. This is why the valuation fi gures 

pre-COVID is very high.”

Interest rates are set through central banks to 

adjust infl ation, yet their impacts constitute a 

risk for VCs as they depend on readily available 

capital from LPs. When the interest rate is low 

and capital (‘dry powder’) abundant, VCs can 

a� ord to commit to larger sums of investment 

into any given startup project, driving up the 

valuation of a company in a fashion that refl ects 

the investment bull market. On the contrary, when 

rates are hiked, VCs need to be more conservative 

in their valuation lest they overpay. Since startup 

projects are inherently highly risky, the bets VCs 

make in each fi rm would be smaller when capital 

is scarcer, as LPs can locate other opportunities 

of capital gain at lower risks elsewhere in a high-

interest rate environment. 

If interest rates determined by sovereign 

governments contextualize startup valuation, 

regulations on capital fl ow intermediate the 

operations of VCs more directly. There are two 

aspects to consider here: capital control and 

impacts are often radical in nature, fundamentally 

unknowable in the present, yet pose the potential 

to hinder VC investments in startups. These are 

‘unknown unknowns’ or uncertainties. The state 

and geopolitics constitute uncertainties and risks, 

which in turn impose costs and constraints (see 

Figure 1) to VC operations in turn through two 

primary avenues of intervention: capital infl uences 

and technological crackdowns. 

Since VC capital can be transnational, it wades 

into the issue of currency control. Though USD 

is the de facto unit of exchange in the VC space, 

the origins of VCs’ assets-under-management are 

not exclusively received in dollars, but in a basket 

of major currencies depending on the nature 

and location of the LPs. Each VC fund has its 

specifi c nature of LPs and capital, thus becoming 

‘U.S.$ funds’, ‘RMB funds’ and so on. Hence, the 

availability of capital and the return expectations 

are infl uenced by national monetary and fi scal 

policies impacting a single currency or a group 

of currencies in a geographical area. Naturally, 

with U.S. dollar being the global reserve currency, 

U.S. policies have a larger impact on more VC 

funds whose main currency of operation is that 

of U.S. dollar. A low-interest rate environment, 

as determined by policies from national central 

banks, is understood as infl ating valuation as this 

VC analyst describes:

Figure 1: State-induced costs and constraints
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administrative sanctions. Each state could impose 

in its jurisdiction a set of regulations that prevents 

the infl ow/outfl ow of certain capital. China is a 

good example of capital control, as prior approval 

is needed for capital infl ow and outfl ow through 

its Overseas Direct Investment framework, 

bringing further compliance requirements and 

costs for VCs. Sanctions are direct expressions of 

international diplomacy and government priorities. 

These are of rarer occurrence but more impactful, 

outright banning capital infl ow or freezing assets 

already present within a jurisdiction. One need to 

only look at the sanctions imposed on Russian 

assets by the E.U. as an example. 

Beyond the uncertainties and risks imposed 

on VC capital, the second aspect of state-

related intervention is to do with the objects of 

VC investments – the startups. Since venture 

capital invests in new technologies, it is of 

crucial importance that these technologies are 

received by governments positively. A supportive 

government would facilitate R&D e� orts and 

remove administrative and regulatory roadblocks 

for startups, whereas a hostile government could 

ban the development of a technology outright or 

impose extra costs to compliance so as to make 

it uneconomical. A good case in point here is 

blockchain and crypto. Blockchain technology 

makes the uncertainties and risks of technological 

crackdown pertinent, as it is in essence a solution 

against centralized authorities and intermediaries: 

blockchain uses decentralized networks to bypass 

controlled intermediaries like banks, undermining 

state control over transactions. As a result, states 

adopt di� erent approaches to blockchain, and 

di� erent parties within a state may have di� erent 

views too. Given how important a friendly 

regulatory environment is to the growth of the 

startup, VCs have to take this into account: 

“In the U.S., they have a party that hates 

cryptocurrency. Gary Gensler is heavily against 

this… Now that Trump is elected president, there 

are bullish signals [This interview was done in 

December 2024 – authors’ note]. Donald Trump 

has been very pro crypto currency. We expect 

a 4-year bull run for crypto when Trump comes 

into o�  ce. We’re looking forward to expand our 

business to America once a clearer regulatory 

framework emerges.”

Here a VC makes a connection between national 

politics (the election of Trump) and the prospects 

of the blockchain technology (‘crypto’) he 

invests in. Trump would, in his words, provide a 

regulatory framework within which business can 

be done. Though he frames it as an opportunity, 

the regulatory environment is underlined by 

uncertainties and risks – just as Trump might 

create a ‘bull run,’ a change in electoral fortune 

could just as easily result in the ‘crypto-hating’ 

Democrats coming into power. VCs need to take 

these changes in national policy into account, as a 

failure in consideration could result in a substantial 

if not total loss of their investments. An example 

of a hostile jurisdiction to blockchain is that of 

China, who cracked down on blockchain startups, 

resulting in companies closing down or moving 

overseas. A failure to anticipate these potential 

policies lead to investment failure, as a VC who 

specializes in blockchain laments: “Our biggest 

failure so far is that we should have lowered 

investment in mainland China… The government 

has not been very supportive.”

3.2 Private capital participants

Beyond constituting the regulatory environment 

within which VCs and their startups operate, 

governments also intervene in the cycles of 

investment more directly, by being the LPs, 

collaborative partners, or customers for startups. 
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government is happy to invest in this through 

a VC, they are unlikely to be adverse to its 

development. Of course, the infl ow of state-

backed capital comes with caveats and provisions 

for increased control over VCs, as an analyst who 

works for a VC with a government LP describes:

“They [The LP] are government owned, so they 

really want to prevent loss of national capital. 

This is very obvious… compliance and risks, 

they will have rigid control. For any document 

that we produce, the original need to stay with 

them, we only keep a scanned copy… They don’t 

have expectation of how much we should make. 

They’re also audited, quite rigorously. So an event 

of a loss of national capital would be a very bad 

thing for the one in charge.”

As government LPs deploy their capital towards 

strategic means, the fi nancial return is less relevant 

to them. However, VC agendas are challenged, 

since a prevention of national capital loss trumps 

the needs of VCs to seek risky projects for 

exponential returns. This goes against the division 

of labor in this fi eld, where LPs provide the capital 

and VCs manage said capital autonomously. In 

so far as the government capital is concerned, 

they retain the ultimate right to accountability 

by VCs, who are expected to fulfi ll the strategic 

design of the state through their investments 

while not generating a loss to the capital invested, 

in a manner more akin to state capitalism as 

opposed to free-market capitalism within which 

VCs are usually understood to be positioned. In 

return, the expectations of state investments 

yielding substantial profi ts are tempered. Not all 

VCs would accept this trade-o� , some VCs we 

interviewed explicitly said they would turn down 

government investment to retain their autonomy. 

Further, VCs who take government money are still 

required to generate a payout for their other LPs, 

since government capital is unlikely to be their 

sole source of funds, resulting in a balancing act 

between the agendas of the state and those of 

private capital. 

Government-backed capital can provide capital 

to VCs to invest in their strategic preferences. 

These preferences can be centered around a 

specifi c sector, like semiconductors or AI, or 

geared towards attracting startups to a specifi c 

location. Instead of regarding VCs as a form of 

private capital devoid of state direct participation, 

it is important to recognize the often direct 

participatory inputs from governments in the 

formation of the venture startup market. Klingler-

Vidra (2018) argues that in the U.S., the inception 

of the VC industry in the post-war era is, to a large 

extent, propped up by U.S. defense contracts that 

provide reliable buyers and income for startups. 

This dynamic is not restricted to the U.S. It is also 

pronounced in countries with drastically di� erent 

political and regulatory environments. The 

Chinese government, through local governments 

and state-owned enterprises, has a signifi cant 

capital presence in the Chinese VC industry as 

LPs. For VCs, this is a positive signal for their 

operational credibility. As VCs need to collaborate 

in syndicates, having the government stamp of 

approval is benefi cial. Here, a VC discusses who 

he might collaborate with:

“[We consider] if [a startup’s] lead investor is a 

legit investor, for instance we always go with 

XXX [VC name], because XXX is backed by the 

government, then we can choose to trust them.”

Having the government onside is considered 

here as an indication of legitimacy, as it mitigates 

uncertainties surrounding the startup – if the 

           Discourses of geopolitics seep 
into investment decisions. State power 
becomes an equivalence of startup 
legitimacy, on merit of the nation’s 
strategic focus and resources rather 
than the merit of the project itself.
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The state also intervenes in startups before they 

reach the stage where they are invested in by VCs. 

Startup founders usually come from university 

laboratories, where they try to convert research 

results into startup companies. Before startups 

capture the attention of VCs, they often need to go 

through an ‘incubation’ stage, where a combination 

of university funding, government support, and 

angel investment intervenes to support the 

startup’s inception. A good demonstration of 

this is Hong Kong, where the government funds 

major innovation support clusters – Cyberport 

and HKSTP – which collaborate with universities 

and provide incubation training and funds to 

promising projects. These supporting institutions 

operate in the same way as state-backed capital  

LLPs, but intervene earlier in a startup’s lifecycle, 

as an employee laid out: 

“XXX [cluster] is a government backed 

corporation. So, their [sic] mandate is to help 

Hong Kong, is to have some value add to Hong 

Kong economy, or to support local entrepreneurs. 

Of course, this is not to say that fi nancial return 

is not important, because of course part of 

the mandate is to make a fi nancial return. But 

we’re not expecting 100 times return like other 

investment funds.”

The important thing here is again the external 

agenda of the government – to support the 

economy, or to facilitate the growth of local 

entrepreneurs. These agendas are executed 

through a purposefully-built institution geared 

explicitly towards government priorities. 

This makes it more hands-on compared with 

intervening through VCs. However, this is not 

to say that direct government presence can 

substitute for VCs, since incubation’s end-goal is 

to make startups VC-ready. VCs have a specifi c 

expertise in scaling companies that governments 

cannot replicate. All things being equal, a startup 

would still prefer VC investment: 

“Of course, we [a government backed incubator] 

are not Y Combinator [a leading accelerator-

VC hybrid in the industry – authors’ note]. So in 

terms of reputation, having an investment from 

Y Combinator is obviously better. But it’s still 

free money.”

Startups need the cash, which is the selling 

point of these incubation programs. When 

VC expertise is available, these programs 

cannot compete. 

From the discussions above, we propose the 

avenues through which state and geopolitics 

intervene in global venture capital: states engage 

with VCs at arm’s length through constituting 

the uncertainties and risks, and directly through 

investments as LPs and incubators. These 

channels are long standing in the industry and 

need to be recognized as such. However, just 

like global geopolitics at large, these avenues are 

subject to change and new developments. What 

are these developments? What do they mean for 

the VC industry?

4. Recent changes in geopolitics 
for VCs

4.1 Heightened risks

When we fi rst started doing fi eldwork in late 

2024, the talk of the town within VC circles was 

Donald Trump: whether he will come to power, 

and what that would mean to blockchain, AI, and 

the VC industry at large. In early 2025, Trump 

was sworn in as president. It did not take him 

long to act. He imposed sweeping tari� s on vast 

baskets of imports. The rationale is, in a sense, a 

protectionist one – tari� s serve as incentives for 

the revival of the U.S. domestic manufacturing 

industry. Following this line of logic, one can see 

how this renewed protectionist instinct plays out 

in the fi eld of VCs and what they are investing in. 

The technologies VCs bet on can be regarded by 
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consists of a large percentage of APEC, the 

outburst of tensions between U.S. and China 

invalidate the original design of some VC funds 

who are oriented towards deployment within 

APEC. These funds are forced to pivot to other 

locations with less ideal conditions and market 

size for the optimal generation of investment 

returns. The fl uctuations in currency value due to 

these geopolitical tensions also cut into the total 

available capital VCs have access to:

“Trump has brought a lot of volatility to U.S. 

dollars and the U.S. economy. Our money comes 

primarily from Korea, so if you’re talking about the 

act of exchanging Korean money into U.S. dollars, 

we might already lose 15% there already through 

currency exchange rates.”

The trend for VCs is clear, they need to pay 

attention to geopolitics like never before, since it 

is becoming more centerstage to their operations 

and money sources. This increased importance 

of geopolitics in VC operations brings with it 

risks, but also opportunities. The recent boom 

of AI startups in China is, in some sense, a direct 

result of the competition between China and the 

U.S. with AI. In any case, geopolitics serves as a 

powerful structuring signal to VCs by heightening 

uncertainty and risks. 

4.2 Strategic LP retrenchment

The tumultuous international market outlook 

also brings increased concerns for state-backed 

capital to protect their assets. As a result, barring 

selected strategic vectors of investment, we 

observed a retrenchment of active government 

deployment of capital via LP structures. This 

is of extra importance for startups and VCs 

operating in China, as the investment terms are 

institutionally structured to favor state capital 

interests. For instance, in standard term sheets 

in China, VCs with state-backed capital presence 

tend to insert buyback clauses that enable VCs 

government entities as proprietary to themselves, 

or to hostile government overseas. The recent 

sale of TikTok in the U.S., a requirement imposed 

by the U.S. government, is a good demonstration 

for VCs on the situations of heightened risks. 

The TikTok sale is a result of negotiations not 

between private investors who buy and sell 

equity, but between American and Chinese 

national governments [Du� y (2025)]. As far 

as VCs are concerned, in this type of situation, 

the decision to sell is e� ectively taken out of 

their hands, leading to a fi re sale of assets that 

cuts into profi t margins. National, geopolitical 

considerations have become increasingly explicit 

in constituting investment uncertainties and risks. 

This is compounded by the overlapping of VC 

investment hotspots and government agendas, 

with AI being the most recent demonstration. 

Further, with tari� s and sanctions regularized by 

the U.S. administration as an e� ective medium 

to acquire negotiation leverage diplomatically, 

supply chains and capital fl ows, which startups 

and VCs depend on, become vulnerable. Markets 

can be closed to funds from a di� erent nation. A 

Chinese VC describes the situation: 

“Before 2021 and 2022, a lot of U.S.$ funds are 

deployed in China. Especially in the period after 

COVID, in the resurgence of China after COVID. 

But this is a bit of a bad vintage. Nowadays 

because of the U.S. China tension, the Chinese 

market is closed o�  to these U.S. funds. The US 

funds has [sic] a mandate to invest the money 

in APEC. But the Chinese market, which is 85% 

of the total APEC market, is closed o�  to them. 

So the viable option for them, because they have 

to deploy the money there, is either North Asia 

or India.”

The VC partner proposed a direct relationship 

between geopolitical tension and fund access. 

This is a demonstration of geopolitical uncertainty 

wrongfooting VCs. Since the Chinese market 

Private markets I Venture capital investment and the return of geopolitics
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to recall their investments by imposing a duty 

of repayment onto startup fi rms, or the 

founders personally: 

“Because national capital is involved, you cannot 

let it su� er losses, so you insert a buyback 

clause, or a repurchase clause on founders… It 

gets triggered and you have to pay back [your 

investors]… This is standard in the vast majority of 

cases, with the exception that you are a star team, 

star founder, then the terms might not be there.”

This in itself is not a problem for founders. The 

startup industry works through processes of 

elimination, and if one fails to develop their fi rm to 

schedule, the investors are within their rights to call 

back their investments. The problem starts when 

state-backed capital calls back its investment due 

to reasons beyond that of startup performance. 

Several practitioners we interviewed in China 

described startups who took state-capital backing 

struggling to meet the buyback clause, which was 

triggered mainly by a major Chinese state owned 

enterprise (SOE) trying to recoup funds. Due to 

the power disparity between founders and their 

investors, founders are often unable to resist the 

insertion and activation of such clauses. However, 

this is not to say that this retrenchment impacts 

all investment vectors equally. Government 

capital continues to behave with strategic intent, 

imposing constraints on where deployment can 

be made. Here a practitioner describes how these 

governments’ strategic impetus might play out: 

“We’re here to make money for investors, not 

to serve as a local industrial-policy tool. If I took 

money from, say, Shandong, and I later fi nd a 

“DJI-level” company worth investing in, but it’s 

not based in Shandong, I can’t invest, because I 

must “reinvest” into Shandong. That’s restrictive… 

They restrict the geographic scope. If the money 

is from Shenzhen government, they want you to 

support Shenzhen fi rms. Not fi rms in Shandong. 

Otherwise, the tax revenue, workforce, and 

industrial output all fl ow elsewhere.”

Here the strategic consideration is the local 

economy, but the consideration can also be 

conducted on the national level. For instance, 

Chinese and U.S. governments directed funds 

into AI R&D, transforming the startup space into 

one akin to the Space Race in mid-20th century. 

In the consideration of VCs, the prospects of the 

startups VC invest in are then transformed into an 

expression of national resources: 

“AI is really hot, but they’re hot for people in 

U.S. and China and EU. If you see a Southeast 

Asian company that says that they’re doing an 

LLM [large language model – authors’ note]… 

Southeast Asia cannot come up with LLMs, only 

the European Union, China and U.S.A. can do that. 

If you see a company doing that in Southeast 

Asia, they are a scam. They just want to take 

your money.”

Here we can see how the discourses of geopolitics 

seep into investment decisions. State power 

becomes an equivalent of startup legitimacy, 

on merit of the nation’s strategic focus and 

resources rather than the merit of the project 

itself. In this sense, innovation as VCs know 

it – privately funded and privately owned – is 

fading in favor of a reconfi gured model where 

a hybrid of state and private resources works in 

conjunction with each other to fund R&D costs. 

In the space of AI, VCs might be funding the 

startups, but the governments are underwriting 

the infrastructural costs of data centers, making 

chip supplies available, and creating a friendly 

regulatory framework. In summary, China, as 

participants of private capital, are increasing their 

footprints in the VC industry, but only for startups 

with strategic importance. In other vectors, 

state LPs are retrenching to hedge against 

geopolitical uncertainties. 



162 /

in non-strategic sectors to safeguard national 

capital. For VCs, this provides both opportunities 

and challenges. The vector selection processes 

become more important for raising new VC 

funds. Beyond evaluating whether a vector 

holds technological and commercial promise, an 

enhanced understanding of government attitude 

is required: is this investment vector incorporated 

into geopolitical state competitions? Is 

government strategic funding readily available in 

this vector? What are the implications of accessing 

this funding? What avenues of oversight and 

control are VCs prepared to yield to government 

LPs in exchange for their liquidity? 

On the downstream side, a situation of 

heightened risks and uncertainties persists over 

VC deployment into startups. This requires VCs 

to be more responsive to geopolitical shifts, 

either through operating more conservatively by 

committing to smaller bets, or through derisking 

attempts on operation scopes, like domiciling in 

neutral, low enforcement locales or diversifying 

holdings geographically. In situations where the 

states involve themselves directly in startups, VCs 

need to understand governments’ intentions: is the 

state enabling private investment or competing 

with private investment in startups? VCs cannot 

compete with governments who intend to hold 

certain technologies as proprietary to the state 

and should therefore pivot. When governments 

collaborate with VCs, an understanding of the 

scope and duration of favorable government 

reception should be formulated by VCs: is state 

support conditional to external pressure? How 

long may these conditions of support last, and 

what are the factors that infl uence their support, 

like partisan politics or the replacement of the 

o�  cial in charge? In the event of a withdrawal of 

support, what are the backup plans for VCs? This 

developing reconfi guration and rebalancing of 

the startup investment market should be watched 

closely by practitioners and academics alike.

5. Conclusion

This article delineated the two major avenues 

where states and geopolitics intervene in 

VC operations: as uncertainties/risks, and as 

participants of private capital. We argued that 

since VCs are global, they need to consider and 

respond to macro state-political interventions on 

top of fi nancial-investment concerns. We pointed 

out two new developments in how geopolitics and 

the state intervene, where risks are heightened 

due to geopolitical uncertainties, while state 

capital pivots towards more strategic vectors. 

These developments have strategic implications 

for VCs, who need to evaluate not only how 

geopolitics shapes the macroenvironment in 

which they act (e.g., through currency risks, 

capital controls, tari� s, and sanctions), but also 

how (in)direct engagement with state actors 

as LPs impacts decisional autonomy and action 

capabilities (e.g., through state policies toward 

specifi c technologies). 

Our fi ndings indicate that states are intervening 

in the VC landscape in more pronounced and 

strategic manners, especially given the backdrop 

of U.S.-China trade and technology wars. As such, 

we primarily selected examples from the U.S., 

Mainland China and Hong Kong to demonstrate 

these dynamics. These fi ndings go against the 

conventional understanding in academia, which 

until recently has assumed a shift away from state 

institutions in matters of innovation. We now 

see a resurgence of state-related dynamics in 

VC considerations and state direct interventions 

alongside VCs. 

The reemergence of the state as a powerful 

mediator of VC operations require practitioners 

in the industry to reevaluate their positions and 

strategies both upstream and downstream. On 

the upstream side, capital availability and their 

associated agendas are changing. We discussed 

how government-backed LPs are retrenching 
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About Capco

Capco, a Wipro company, is a global technology and management consultancy shaping change in the financial 

services and energy industries. For almost 30 years, we have been trusted to help our clients adapt, transform 

and create long-term value across capital markets, banking, payments, insurance, wealth and asset management, 

and the energy and utilities sectors. Our deep industry expertise, partnership mindset and award-winning Be 

Yourself At Work culture are amplified by our strengths in advisory, technology, data and AI innovation. We 

support our clients to establish clear priorities, connect vision to value and deliver measurable impact when the 

stakes are highest.

Expert-led, AI-infused, impact-focused – we do not just respond to change, we help shape it. To learn more, visit 

www.capco.com or follow us on LinkedIn, Instagram, Facebook and YouTube.

About King’s Business School

King’s Business School is a triple-accredited business school in the heart of London. It ranks amongst the  

top 10 business schools for research in the UK, based on the Research Excellence Framework 2021, and is 

consistently ranked in the top ten in the UK for business by the Times and Sunday Times Good University Guide, 

the Complete University Guide and the Times Higher Global University rankings.  

The School advances world-leading education and research across four knowledge frontiers: (1) developing  

a modern workplace, (2) creating sustainable and socially responsible business, (3) Improving health and public 

services organisation and (4) strengthening economic and financial systems. 

It is the ninth faculty of King’s College London, leveraging interdisciplinary potential across the College. It drives 

pioneering thinking and engages the limitless energies of the city’s businesses, policymakers, entrepreneurs and 

change-makers. King’s Business School puts its commitment to drive positive change at the heart of its  

life-changing research and “London as a classroom” experiential education.
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