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Human capital incentives and limited partnership

NI Xuan-ming'  QIU Yu-ning' ZHAO Hui-min®"

1. School of Software and Microelectronics Peking University Beijing 100871 China;
2. School of Business Sun Yat-sen University Guangzhou 510275 China

Abstract: In the context of cooperative game between GP and LP in private equity funds this paper defines
the corporation and limited partnership through the ownership of decision rights introduces the GP”’ s capabili—
ty parameter and discusses the advantages of limited partnership as well as the role of human capital in the
choice of enterprise organizational form. It finds that due to the decision rights transferring from LP to GP  lim—
ited partnership can achieve higher human capital incentive and enterprise value. However the shift in deci-
sion rights will cause the LP to lose its advantages in income distribution. Only when the GP’ s capability rea—
ches a high level will the income of both the GP and LP under a limited partnership be higher than under cor-
poration achieving Pareto improvement. This paper explains why limited partnerships are often adopted in hu-
man capital-intensive industries such as private equity funds. To better support the real economy cultivating
high—¢quality GPs is the key to the healthy and sustainable development of private equity funds. This will help
to form a virtuous circle of human capital promotion and industrial transformation and upgrading thereby im-
proving the comparative advantage of human capital in income distribution.

Key words: human capital; decision rights; limited partnership; cooperative game



