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Abstract

This paper studies the competitive effects of venture capital allocation through King-
making deals, abnormally large early VC stage deals made to young startups. Using
investor-side capital supply shocks to isolate supply-induced variation in Kingmaking,
we find that Kingmaking causally deters close rivals by reducing their subsequent fi-
nancing. The decline spans a broad set of investors, and suggestive evidence indicates
that the investors best matched to close rivals withdraw most strongly. These effects
extend beyond financing. Kings subsequently perform better, while more exposed rivals
experience worse lifecycle and innovation outcomes. Markets with more Kingmaking
finance a narrower set of entrepreneurial ideas, and fewer firms participate in innovation.
Taken together, our findings show that a specific form of VC allocation can reshape
competition among startups and distort winner selection and broader market outcomes.
More fundamentally, because capital can itself shape subsequent competition, our find-
ings raise the possibility that VC allocation may reflect not only information about
firm quality, but also the strategic value of shaping competition and increasing the
probability that the backed startup becomes a winner. In this sense, VCs may seek not
only to identify winners, but also to make winners.
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