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This paper explores a new role for venture capitalists, as knowledge intermediaries. A venture capital 

investor can communicate valuable knowledge to an entrepreneur, facilitating innovation. The venture 

capitalist can also communicate the entrepreneur's innovative knowledge to other portfolio companies. 

We study the costs and benefits of these two forms of knowledge transfer, and their implications for 

investment, innovation, and product market competition. The model also sheds light on the choice 

between venture capital and other forms of finance, and the determinants of the decision to seek patent 

protection for innovations. Our analysis provides a rationale for the use of contingencies (specifically, 

patent approval) in VC contracts documented by Kaplan and Stromberg (2003), and for recent evidence on 

patterns of syndication among venture capitalists. 

 


