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A Study on the Optimal Incentive Contract Model

for Venture Capitalist
——A Game Model under Adverse
Selection and Moral Hazard

ZHANG Xin-li; WANG Qing-jian

(School of Mathematics, Liaoning Normal University , Dalian 116021, China)

Abstract; In order to resolve the adverse selection and moral hazard
problems of venture capitalist during venture capital financing, venture in-
vestors must design a set of optimal incentive contract for venture capitalist
to select, so as to judge their true information in terms of their selecting re-
sults and make them work hard. This paper sets up an optimal incentive
contract model when both venture capitalist’s ability genres and effort are
unobservable. Following the revelation principle, we analyze and solve the
model by applying the optimal controlling theory, Some conclusions educe
that the optimal incentive contract makes venture capitalist of high ability
prefer to choose the high-powered incentive, lower fixed-compensation and
safer projects, and thereby make them work harder after signing contracts.

Key words: venture capitalist; incentive contract; adverse selection;

moral hazard
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