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An Experimental Study on the Incentive Effects
of Different Debt Contracts in the Context of Staged Financing

CAI Di', WAN Difang, LUO Jin-hui’
(1. School of Management, X1’ an Jiaotong University, Xi an 710049, China;
2. School of Management, Xiamen University, Xiam en 361005, China)

Abstract: It is an important issue in corporate finance research as to how to design reasonable financing contract bet ween

entrepreneurs and VC investors for entrepreneurial firms. U sing experimental economics research methods, this paper

examines whether different debt contracts have different incentive effects under staged financing context which is widely

used financing strategy in entrepreneurial firms. T he experimental results show that for entrepreneurs, they invest the

highest level of effort when using callable convertible debt, thelowest level when using simple convertible debt, and the

middle level when using standard debt; for VC investors, they provide the highest level of initial capital when using

callable convertible debt, thelowest level when using simple convertible debt, and the middle level when using standard

debt. Further analysis reveals that callable convertible debt is companied with the highest success probability of

entrepreneurial enterprises, highest profits for entrepreneurs and VC investors, highest social welfare.
Key words: Staged Financing; Standard Debt Contract; Simple Convertible Debt Contract; Callable Convertible Debt;

Experimental Study



