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ABSTRACT

Venture capital, especially the governance mechanisms of it, has drawn a
great attention of the economists just because it is of importance for the technolo-
gy innovation and the development of the high technology industries. As we
point out in the paper the present researches have ignored the importance of the
human capital as the core of the venture capital and hence the influence of char-
acteristics and transformation on the venture capital governance mechanisms,
then it is difficult to explain the governance mechanisms of venture capital com-
prehensively and coincidently. This dissertation is giving a theoretical analysis
for the venture capital’s governance mechanisms and the relationship among them
in each developing stage from the point of the characteristics of human capital
and giving some suggestion on constructing our venture capital governance mech-
anisms based on the analysis.

Firstly, the paper summarizes and explains the relationship between the
characteristics of human capital and governance mechanisms in terms of theoreti-
cal history, combining the characteristics of human capital and uncertainty of
venture capital and describing the four unique characteristics of governance
mechanisms of venture capital, in this way, a theoretical frame has been built
up. Although the present theories emphasize the heterogeneity of human capital ,
the difference of two factors, such as the specificity and exclusiveness of human
capital which lead to the heterogeneity, has not been distinguished. As a matter
of fact, the former, which would be up against the opportunism behavior, em-
phasizes the dependence of the value of human capital and the latter, which is
exactly the opportunist, emphasizes that the value of human capital is depen-

ded. The owner of human capital gains different power and his position is differ-
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ent in the stage of the venture capital. The transformation of specificity and ex-
clusiveness of the human capital will lead to the change of ex post bargaining
power. To avoid the opportunism behavior, the governance mechanisms need
adjusting, which is the reason of the dynamic governance mechanisms. Agency
problems are especially serious in venture capital because of the combination of
the uncertainty of human capital and that of venture capital, which causes the
different characteristics of governance mechanisms of venture capital, including
double-function of recompense contracts, importance of reputation mechanism,
dynamics of governance mechanisms and integration of governance mechanisms
in every stage.

Secondly, as to the recompense mechanisms, the paper expands the theory
of indirect pricing for human capital on the basis of the model of Lazear (1999)
and a model for screening and encouragement is constructed in this dissertation
on the basis of indirect pricing theory in order to solve the problems of adverse
selection and moral hazard and we want to explain the allocation of residual
claim rights in venture capital and the law of distribution and change of the sen-
sitivity between recompense and performance by the balance hetween screening
and encouragement. The paper overcomes the shortcoming of the signal delive-
ring model and the studying model. The two models explain the recompense con-
tracts of venture capitalists and the enterprisers and the sensitivity between rec-
ompense and performance respectively. On the basis of the screening factor
which is neglected in human capital indirect pricing theory, this dissertation
gives an overall and consistent explain to the recompense contracts of venture
capitalists and the enterprisers and the sensitivity between recompense and per-
formance by the balance between the encouragement and screening. Our analy-
sis shows that the most serious agency problems in venture capital are capability
hidden exante and the opportunism behavior of owner of human capital ex post in
the case of asymmetric information, which must be solved in designing the rec-
ompense contracts. But when adverse selection and moral hazard are taken into
accounting, there isn’t any first-best contracts to satisfy screening and encour-
agement at the same time and the second-best indirect pricing is to balance be-

tween the screening and encouragement and makes the gross transaction cost
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lowest. According to this principle, the more important and the more asymmetric
of the ex-ante information, the more atiention must be paid to screening in the
indirect pricing of human capital and the lower of the sensitivity between recom-
pense and performance; the more important of the agent effort and the more
asymmetric of the ex-post information, the more important of encouragement in
the indirect pricing of human capital and the higher of the sensitivity between
recompense and performance.

Thirdly, as to the allocation of control rights, a dynamic allocation of con-
trol rights in venture capital is built up in this paper on the basis of Tirole’s mod-
el {2000). We analyze the allocation of control rights between venture capital-
ists and entrepreneurs by the transformation from specificity to exclusiveness of
entrepreneurial human capital and mutual moral hazard resulted from the trans-
formation. This dissertation introduces the specificity and exclusiveness of hu-
man capital in Tirole’s model to prove the contingence state of the control rights
in venture capital excels the one-side control of the enterpriser and the venture
capitalist. We point out that when the specificity is stronger and exclusiveness is
weaker, the control rights are allocated to venture capitalist and when condition
changes contrarily, the control rights are allocated to entrepreneurs step by step.
The change of characteristics of human capital could be known by various kinds
of financial or non-financial performance, on which the allocation and change of
control rights in venture capital often depend. Based on the assuming that con-
trol rights are continuous variables, we conclude the optimum equilibrium of the
control rights for the entrepreneurs to abandon in order to maximize their in-
comes, and analyze all kinds of factors influencing the equilibrium.

Fourthly, as to the staged financing, a model of investment and allocation
is constructed to analyze the function mechanism of staged financing from double
commitment problem that resulted from transforming from exclusiveness to speci-
ficity. According to the model, staged financing, time options and non-competi-
tion covenants in essence are mutual relationship-specific investment of William-
son (1985). Each party in the contract wants to get trust by investing mutual
specific investment to solve the bilateral commitment problems. The function of

time options and non-competition covenants is make the venture capitalist invest
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before the entrepreneurs invest in their human capital. The analysis of the model
shows the bargaining power of the enterpriser drops down and the risk of “hold-
up” decreases as the sedimentation of the exclusiveness of enterpriser human
capital and the strength of specificity. So the scale of investment of every stage
increases gradually. Furthermore, the scale of every staged investment changes
along with the prospect of the project and the change of the nature of assets. The
better prospect of the project (the larger of the predicted pay-off) and the wea-
ker specificity of non-human capital, the larger scale of every staged investment
and vice versa.

Fifthly, on the basis of the expanding model of investment and allocation,
the paper studies the staged financing in venture capital fund and point out that
the inpouring of the promised capital in staged financing and “ non-fault divor-
ce” covenants are another style of extreme staged financing, the essence of
which is to turn a one-time game into infinite repeated games. There exists an e-
quilibrium route with positive investment. In order to guarantee profit from op-
portunism behavior less than losses resulted from the end of investment to allevi-
ate moral hazard of the venture capitalist, the scale of every stage should de-
scend. Furthermore, we demonstrate that the better the prospect of the project,
the less efficiency loss of staged financing is. For these project with good pros-
pect, the efficiency of staged financing is nearly Pareto Optimum.

Sixthly, as to the relationship of the three-staged governance, this disserta-
tion compares the venture capital industries in the United States, Japan and Ger-
many from the organization of venture capital funds, investment stage, industrial
distribution of investment, governance tools of venture firms, the way of venture
capital withdrawal and the scale and performance of venture capital, and points
out that there is great difference in the governance of venture capital among
them. In order to analyze this difference, an informal model of the relationship
between the governance mechanism and the withdrawal of venture capital is set
up. In this model, the governance mechanism of the venture capital affects with-
drawal by two means: the first is that the governance structure of venture capital
affects the offering resources by the function of the venture capitalist’s investing

behavior and decides the withdrawal ways of venture capital; the second is that
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governance of venture capital affects the amount of offering resources and the
choice of the withdrawal ways of venture capital by the means of the governance
of venture firms. The governance mechanisms of venture capital decide the with-
drawal of venture capital and on the contrary the withdrawal of venture capital
affects the governance mechanisms. According to the model, the paper points
out that the second tire is just the necessary condition of the development of ven-
ture investment, but not the sufficient one. The building and developing of the
second tire lies in the effective governance mechanisms of venture investment.
On the contrary, a flourishing and effective second tire give the true feedback of
information for the optimization of the governance mechanisms of venture invest-
ment, meeting the needs of the dynamic governance of human capital. The mu-
tual functions form a self-enforcing mechanism. The paper points out that the
venture capital institution in the United States including limited partnership, in-
tervene governance and withdrawal mainly through IPO accords with the model
quite well. However, the venture capital institution in Japan and Germany with
passive governance, single withdrawal style makes the governance of venture
capital and the withdrawal isolated. This is the reason why venture capital mar-
kets in Japan and Germany sink into predicament or develop slowly.

Finally, in order to resolve the present problems in venture capital in our
country, combining the theoretical research of the front chapters, the disserta-
tion puts forward the overall frame of venture capital in our country on the basis
of integrating all kinds of governance mechanisms. Then it puts forward some
concrete measure and suggestion from three respects of venture capital institu-

tion, venture firms and the ways of withdrawal.

[ Key words) Character of human capital; venture capital; governance

mechanisms
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