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The Institutional Dilemma and Solution of Equity Incentive in 
Partnership in Closed Companies 

—On the Governance Logic of Mixed Business Organization 

ZHAO Yao 
 

Abstract: The traditional theory holds that equity incentive can reduce the agency cost caused 

by the separation of two powers in a closed company, but the frequent judicial disputes challenge 

this theoretical hypothesis. The reason is that the organizational form of “closed company & 

limited partnership” has changed the information distribution and interest structure of traditional 

enterprises, resulting in the second kind of agency cost between controlling shareholders and 

incentive objects. In addition, the traditional governance tools that once acted on similar 

organizational structures, such as compulsory dividend, forced exit and delisting action, also failed 

due to the above structural changes. Therefore, it is an inevitable choice to optimize the 

shareholding mode of the partnership system to regain the long neglected system rules such as the 

number limit and salary incentive in the Partnership Enterprise Law. In a word, the governance 

logic of mixed business organizations should be based on the specific information distribution and 

interest structure, reflect and reconstruct the traditional governance framework based on the 

assumption of single enterprise. 

Keywords: Equity Incentive; Limited Partnership; Agency Cost; Mixed Business Organization 
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