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Double Moral Hazard and Pareto-efficient Contracts

for Venture Capital: A Bargaining-based Study

YANHONG DENG HonGMIN CHEN
(Shanghai Jiaotong University)

Abstract Within the framework of a double moral hazard model, we study the problem

of Pareto-efficient contracts for venture capital from the point of view of bargaining between

the venture capitalist and the entrepreneur. We first develop a method to find the Pareto-effi-
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ciency contracting terms, and then analyze how the efforts of both sides and the venture capi-
talist’s reputation affect the Pareto-efficiency contracts. We also study the effect of invest-
ment on feasible contracts. Our analysis explains some phenomena of venture capital contracts
in reality.
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