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Partnership and Choice of Control Arrangement for Startup Team
——A Case Study of Alibaba Group

ZHENG Zhi-gang', ZOU Yu', CUI Li?
(1. School of Finance, Renmin University of China, Beijing 100872, China;
2. Carey Business School, Johns Hopkins University, Baltimore 21218, U.S.)

Abstract: With the rapid expansion of emerging industry, startup teams like Ali are faced with two
challenges from the information asymmetry and the incomplete contracts. Based on this case study on Ali, we find
that Ali has transformed the short—term employment contract to long—term partnership agreement with partnership
structure, sharing both information and risk, as well as saving transaction cost. Alibaba’s partnership not only
sends investors signal on unique business model, but also becomes an important arrangement to motivate human
capital investment under incomplete contract. In the meanwhile, the partnership structure makes Jack Ma’s startup
team ‘constant board chairman’ as well as ‘head of the board’, achieving ‘building management team beforehand’
and  ‘prioritizing company management’, as well as saving money. However, unlike dual—class stock, the lack of
withdrawal mechanism from B to A as well as the irreplaceability of the founder may bring uncertainty to the
executing of the partnership structure in the near future.

Key Words: partnership; dual class stocks; state—contingent control; building management team beforehand;
prioritizing corporate governance mechanism
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