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The Structure of Joint Venture Agreement and Social Effciency

By Masamitsu ONISHI, Kiyoshi KOBAYASHI and Shuang Tian ZHANG

Encouraging each .pa,rtner in a construction joint venture project to take risk control
measures beforehand is problematic because of the counflicts of interest involved. In
this paper, the efficiency of two types of joint venture i.e. the integrated type and the
separated type are compared in order to analyze the incentives each type provide in
reducing risks beforehand. Moreover, the model considers incompleteness of contracts
of joint venture, that is, the parties can negotiate unforseen risk responsabilities after
it occurrs. This paper argues that both types of joint venture contracts give the
parties incentives to underinvest beforehand. However, the separated type can give
better incentives if there is a high probability of determining the risk liabilities’s
allocation ex-ante.
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