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An Analysis of Incentive Mechanism and Agent
Cost in Venture Capital

YING Rui-yao, ZHAO Yong-qing

(School of Economics and Trade ,

Nanjing Agriculture University, Nanjing 210095, China)

Abstract: There are double relationships between principal and agent in
the mechanism of venture capital. In the design of incentive system, it is nec-
essary for the investor to insert the effort of entrepreneur into the function of
output, offer a corresponding integrated model, and analyze some factors in-
fluencing intensity of incentive for venture entrepreneur and venture enter-
prises, including the share of the venture entrepreneur, the function of agent
cost, the exterior uncertainty and reserved utility of venture entrepreneur.
In order to make the inventive mechanism more effective, it is necessary to
reduce as much as possible the agent cost of the mechanism operation. What
influences the agent cost includes the share of profit, the rate of contribution
to the profit and risk attitude of the venture entrepreneur, and so on. Ac-
cording to these factors, an institution arrangement as incentive mechanism
is to guarantee the max utility of the two principals (venture entrepreneur
and venture enterprise).

Key words: principal and agent; incentive; agent cost
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