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2

➢ A study of the nexus between industrial policy and capital markets

➢ Traditionally, industrial policy (e.g., state intervention)  and capital markets (IPO/M&A/other market financing) may be viewed as opposing 
forces.

➢ In practice, their interaction in fact creates a unique ecosystem for nurturing and validating innovative enterprises. 

Industrial policy Capital market

Transitioning companies from state-

supported to market-driven entities

(Validation & Scalability & Discipline)



Capital Markets: Validation, Scalability, and Discipline for Companies Benefiting from 
Industrial Policy
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➢ Capital markets serve as sophisticated testing grounds for companies emerging from industrial policy, providing three critical functions: 

1) business model validation; 2) scalability mechanism; 3) market discipline.

Three Critical Functions of 

Capital Markets in Relation to 

Industrial Policy

Business Model 

Validation

Scalability Mechanism

Market Discipline

Validating the initial success of companies emerging 

from industrial policy

Market funding enables industrial policy to achieve a 

multiplier effect with limited resources

Public listing enforces market discipline, encouraging 

companies to transition from state support to market-

driven competition to ensure sustained independent 

growth.



Evolution of Industrial Policy
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➢ Recent years have witnessed a renaissance in industrial policy. Different from historical approaches, modern industrial 

policy often interacts closely with market mechanisms.

Traditional 

Approach

Modern 

Approach

• Direct government intervention

• Protected markets

• State ownership

• Limited market mechanisms

Key Drivers:

• Climate change 

imperatives

• Supply chain vulnerabilities

• Strategic technology 

competition

• Economic resilience needs
• Industrial policy incorporated with market mechanisms

• State support and market forces work in tandem rather than 

opposition 



Evolution of Industrial Policy—China’s Story
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➢ Industrial policy and capital markets synergize with each other in China.

Evolution of Industrial Policy—China’s Story

Industrial policy and capital markets tend to complement 

each other

Strategic Initiatives

STAR Market (Science and Technology 

Innovation Board) was established to support the 

financing needs of high-tech and innovative 

companies, with a strategic focus on promoting 

technological development.

Evolving State 

Support

Industrial policy is continuously evolving and 

interacts with the capital markets closely, e.g. 

state-guided funds, though state-led, operate 

with strong market-oriented mechanisms such as 

partnering with private equity.

Complementary 

Objectives

For instance, industrial policy identifies and 

addresses strategic priorities while capital 

markets provide the financing and market 

validation needed to scale those priorities 

effectively..
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Success Stories Overview
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➢ Key Success Factors:

Initial state 
support for 

market failures

Clear transition 
to market 

mechanisms

Improved market 
competitiveness

Strong 
governance 
structures

Key 
success 
factors



BYD Case Study: Battery Maker to EV Pioneer
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➢ Key success factor:

• Validation: Used capital markets (e.g., IPOs) to validate early success as a battery maker.

• Scalability: Leveraged market funding to scale its business and transition into the EV sector.

• Discipline: Transitioned from state support (e.g., subsidies) to market-driven growth, reducing reliance on government support.

Milestone of BYD Earning and market performance of BYD

• Market cap: CAGR of 34%

• Revenue: CAGR of 34%

1995: Founded

Secured financing through 

local government 

guarantees

2002: HK IPO

2003: Auto market entry

• Entered auto market 

through acquisition of Qin 

Chuan Auto

2009: EV transition

“Ten Cities, Thousand 

Vehicles” program provided 

infrastructure support and 

subsidies

2011: 

Shenzhen IPO

2014: EV tax 

deduction

2024:

Announcing a 100 

bn investment in 

smart car

2018: EV subsidy 

reduction
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Source：Wind
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Tesla Case Study: Government Support to Market Dominance
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State support to Market transition

2003: Founded

2010:

• DOE loan ($465M) ：development of Model S 

and expansion of manufacturing capabilities

• IPO ($226M)： first US automotive IPO since 

Ford

2020:

S&P 500 inclusion: a series of 

potential “buying”

2024: 

$1.54T market cap

Milestone of Tesla Earning and market performance of Tesla

Source：Wind
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CAGR of market cap: 55.8% →Fund the 

scaling of EV production and global 

expansion

2012: Release of 

Model S

1Q13: Earned positive 

profit for the first time & 

mkt cap reached $10bn

2018:

Release of Model 3
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➢ Key success factor:

• Validation: Capital markets validated Tesla’s early potential through significant investor interest.

• Scalability: Tapped into capital markets to fund the scaling of EV production and global expansion.

• Discipline: Improved operational efficiency and profitability through increasing market pressures.

Improved operational efficiency and profitability



Learning from Failures—Suntech Power
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➢ Suntech Power: The Solar Bubble

• Factors Causing Failure: Over-expansion, international trade barriers (anti-dumping tariffs), and financial mismanagement

• Lesson: Industrial policy must be paired with market-oriented planning to prevent resource misallocation. Capital markets must enforce 
stricter due diligence to ensure firms remain competitive and financially viable. 
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2001:
Founded & 8 state-owned 
enterprises invested $6mn

2005:
Listed on NYSE

2003-2004:
State support 
(~RMB 40mn)

2011:
World's largest solar panel 
manufacturer vs. huge loss

2013:
$541M bond default

US & EU:
AD and CVD

Source：Wind
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Learning from Failures—LeEco (LeTV)
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➢ LeEco: Overexpansion with poor financial and corporate management.

➢ These “failure” cases are not indicative of industrial policy Failures: Once companies go public or tap capital markets, they are largely on 
their own.

➢ Capital markets serve as testing grounds for individual companies rather than industrial policy, testing companies’ ability to sustain 

and adapt independently.

Source：Wind
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Capital Markets: Validation and Testing Grounds for Companies Emerging from 
Industrial Policy
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Capital markets test companies emerging from industrial support, not the 
industrial policy itself.

Validation occurs during the initial phase, such as IPOs or mergers & 
acquisitions.

Beyond that, capital markets test whether companies can sustain growth 
independently after state support diminishes.



The Aerospace Exception: Ongoing calibration rather than a complete transition to 
market-based governance.

1212

➢ Airbus: Transition to market in 2000 while maintaining strategic government involvement (30% government contract).

➢ Boeing: 1) Growing share of government contracts; 2) Market forces can expose operational issues.
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Additional Cases Illustrating the Interaction Between Industrial Policy and Capital 
Markets
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➢ Several other examples illustrate the dynamic interaction between industrial policy and capital markets: SMIC,  CATL, 

Lenovo, Haier etc.

SMIC (Semiconductors)

• Received state support in early years of 

development, but later transitioned to capital 

markets.

• Despite transitioning to capital markets, its 

reliance on state backing has increased 

recently due to external pressures and 

sanctions.

CATL (Batteries)

• Leveraging R&D support 

initially and tap the capital 

market to emerge as a global 

leader in battery innovation.

Lenovo (Computer)

• Received initial state-backing but 

gradually transition to the capital 

markets; acquisition of IBM’s PC 

division was largely funded by 

private and institutional investment, 

enabling global expansion.

Haier (Semiconductors)

• Leveraged state-driven growth & innovation 

initially; achieve global expansion through 

the acquisition of GE Appliances via the 

capital market.

IBM

GE



Framework for Integration
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➢ Conclusion:

• Capital markets play three roles: validation, scalability, and discipline, helping companies emerging from industrial policy 

transition from state reliance to market-driven growth.

• China presents a unique context with lessons on how industrial policy and capital markets synergize effectively.

➢ Some lessons from case studies:

• Industrial policy can provide targeted guidance during a sector/company's early development stages.

• Companies should be encouraged to transition to capital markets when ready, validating their viability while preserving 

state resources.

• E.g. state-guided funds should act as initial catalysts without dominating companies' long-term development.

• Early guidance and market discipline work complementarily, with many global examples demonstrating optimal ways to 

balance both.

• Similar to child development, the approach requires targeted early support while fostering long-term independence and 

competitiveness.



Thanks!

15#
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