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Abstract

Venture funds enter new high-tech industries with delay. | develop and estimate a structural model with two frictions that generates a socially inefficient delay to enter. Inside deals, managers need credible early
evidence from entrepreneurs about viability of new ventures, but because monitoring is costly they do too little. Between investors and managers, LPs cannot verity or directly reward that monitoring, so incentives
under-provide it. Estimating the model on matched pairs of funds shows the first friction reduces the share of capital allocated to new sectors, while the second keeps monitoring too low and limits the scale of
those investments. Combined frictions imply average welfare losses of nearly $40B per year (around 3% of VC and 12% of new-sector capital). | examine the effectiveness of policy tools, such as exploration bonus for
Managers, temporary public risk-sharing, and lower-cost funding for new-sector deals, in raising early exploration and investment scale.
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private margins have already compressed.

Policies that relax information and scale frictions shift entry earlier and raise welfare.
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