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A typical dual-class structure allocates excess voting control to a 

particular group of shareholders, despite their claim to a much 

smaller share of cash flow rights.
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Abstract

➢ We create a novel dataset to examine the recent rise in dual-class IPOs.

➢ We document that dual-class firms have different types of controlling shareholders

and wedges between voting and economic rights, and that the increasing popularity

of dual-class structures is driven by founder-controlled firms.

➢ We find that founders’ wedge is greater when founders have stronger bargaining

power. The increase in founder control over time is due to greater availability of

private capital and technological shocks that reduced firms’ needs for external

financing. Stronger bargaining power is also associated with a lower likelihood of

sunset provisions that terminate dual-class structures.
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Background

Classic sense: 

➢ Public firms are thought of as widely held firms with dispersed shareholding, 

Fact: 

➢ Many of the firms that have recently elected to go public are tightly controlled by their 

founders or other entities via a dual-class stock structure. 

Why:

➢ why do firms adopt dual-class structures at the IPO, and what factors explain their recent 

popularity? 



Background

From a governance perspective, the increase in dual-class stock IPOs is puzzling: Dual-class 

structures may entail substantial agency costs: 

➢ Those shareholders with excess control rights bear only a small proportion of the financial 

consequences of their decisions, while retaining the ability to forestall takeovers and entrench 

themselves. 

➢ Companies that raised financing from VC prior to going public ,VC have incentives to design 

optimal governance systems for their portfolio firms when those firms go public in order to 

preserve the value of their investment 



Contributions

The first comprehensive study of dual-class stock firms to date to classify 
and differentiate between various types of controllers and control wedges. 

The most common controllers of dual- class IPO 

firms are :

➢ founders (4.8 percent of all IPOs)

➢ parent and holding companies (2.4 percent)

➢ PE firms (0.9 percent)

➢ non-founder directors and officers (0.5 

percent)

➢ VC firms (0.4 per- cent).

the rise in dual-class IPOs is driven by an 

increase in the controlling power of firms’ 

founders. 

➢ 2017–2019, 19 percent of all IPOs were 

founder-controlled dual-class firms, 

➢ the percentage of dual-class structures with 

other types of controllers stayed relatively 

stable over time. 



Contributions

Our work is the first to demonstrate the potential effect of founder 
bargaining power on the choice of dual-class structure in IPOs.

➢ This analysis may help explain why some industries, such as software, have 

experienced a large increase in the percentage of dual-class IPOs,

➢ whereas the communications industry, historically a predictor of dual-class 

structures, experienced a decrease. 

we contribute to the recent literature exploring the growth in private capital 

markets.

we contribute more broadly to the literature on governance of IPO firms.

our paper adds another dimension to the large body of literature on the 

governance role of VC firms.



2. A taxonomy of dual-class firms by controller

sample： 5907 IPOs of which 607 are dual-class firms, comprising 10.28 percent of 

the total sample. 

qualify as controller(s): 

(1) they have voting power in excess of fifty percent, (2) they have more than double the 

voting power of any other shareholder, or (3) if the prospectus’s description of the 

company’s business made it clear that they controlled the business 

Types of controllers : 

(1)Founder ; (2)Founder  and Venture Capital Firm;(3) Venture Capital Firm; (4)Private 

Equity Firm; (5)Directors & Officers who are not founders; (6) a Company which is a 

parent or holding company;(7)a Family business;(8)other type of investors or no 

controller



The average wedge in dual-class IPOs by controller.
The percentage of dual-class IPOs by controller.

the data clearly demonstrates that the general rise in dual-class IPOs is 

driven by the increase in founders’ control over their firms.



3. Conceptual framework: founders’ bargaining power

we hypothesize that when more private capital is available, founders are less 

likely to take their firm public without maintaining control. 

we argue that when firms have lower capital needs, the founders have stronger 

bargaining power vis-à-vis investors, and they can thus bargain for greater control 

rights at the IPO. 

The supply of private capital 

we hypothesize that technological shocks that reduced firms’ capital needs in certain 

industries, such as software, made it more likely that founders would be able to maintain 

control in the IPO stage 

Technological shocks that reduced demand for capital 



3.1 The supply of private capital 

the value of the firm to the founder :

value of operational control 
over the company

the sum of economic rights from 
all the outstanding shares.

the value of the firm to the private investor under founder 

control

An investor does not value 

the founder’s control over 

the company as much as the 

founder does

Firm needs to raise I amount of investment (where I is smaller than the firm 

valuation)

private investor or in an IPO

the value of the firm to the public under founder control



3.1 The supply of private capital 

Private :

IPO :

the founder must relinquish voting power

the founder must relinquish voting power:

➢ Let μ≥1 represent the number of votes per share owned by the founder , 

➢ Let p ∈ [ 0 , 1 ] represent the probability that the IPO is successful in attracting a sufficient 

number of investors. 

the founder decides to go public rather than raise funds from private investors

✓ The firm is more likely to go public (1) v   is higher or v is lower, (2) the valuation by the 

public investor  r     is higher, (3) the valuation by the private investor        is lower,(4)a 

higher μ also makes it more likely that the firm will go public.



3.1 The supply of private capital 

when there is high competition among private investors, and thus more 

money chasing deals

for the firm to do an IPO it must be that μ> 1 ,

Suppose that μ= 1. Then, the inequality 
becomes p A > A + B ( 1 −p ) , ) . This 
means that the firm chooses to remain 
private because p ≤1 .



3.1 The supply of private capital 

PREDICTION I: 

The more private capital is available, the more likely firms that go public are to 

adopt a dual-class structure whereby the founder gets superior voting rights.

➢ availability of private capital affects founders’ bargaining power even when 

they do not actually obtain investments from private investors prior to the IPO.



3.2 Technological shocks that reduced demand for capital

PREDICTION II: 

After the introduction of cloud computing in 2006, firms whose operating costs 

decreased due to cloud computing were more likely to adopt dual-class structures 

where the founders get superior voting rights

 Technological shocks have decreased the costs of starting new businesses of certain 

types

➢ Cloud computing reduced the need for startups to make large fixed investments 

in the early stages of the firm 

 It less advantageous for VC firms to invest much effort in monitoring startups’ 

governance in early stages of financing

 This increases the bargaining power of the founders of successful startups and 

allows them to maintain their control for the rest of the life of the firm. 
Ewens et al. (2018) identify the advent of Amazon’s Web Services 

(“AWS”) in early 2006 as the defining moment that lowered the initial 

costs of starting a business in the software-and service-related industries.



 Classify IPOs by five variables: 

• (1) VC-backed (2) Foreign (3) Media (4) Spin-off (5) Cloud Industry

 The availability of private capital

• (1) The first measure, Ind. Dry Powder , denotes the total dollar amount (in 

billions) of capital available for investment by VC funds that invest primarily in 

each industry. 

• (2)The second measure, VC Ind. Financing , denotes the total amount of VC 

investment (in $ billions) in companies that belong to each industry based on 

two-digit SIC codes. 

4. Other data and descriptive statistics 

Research shows that VC investments are correlated with investments 

from other investors, such as PE firms ( Ewens and Farre-Mensa, 2020 ) 

and mutual funds ( Kwon et al., 2020 ; Chernenko et al., 2021 ).

Searching for keywords, such as software, 

service, and web, in the companies’ 

business descriptions for all firms



5.Dual-Class structures and the supply of private capital

ten industries that experienced the largest 

increase in the amount of dry powder 

ten industries that experienced the largest 

decrease in the amount of dry powder 



5.Dual-Class structures and the supply of private capital
an indicator variable that equals one if 

firm i has adopted a particular type of 

dual-class structure at the IPO in year t

the supply of industry private 

capital for industry j in year t.



5.Dual-Class structures and the supply of private capital

the size of the wedge at the IPO in 

year t. 

the supply of industry private 

capital for industry j in year t.



5.1 Different types of IPOs
the dependent variable is an indicator that 

equals one if an IPO has dual-class stock

the dependent variable is an indicator that equals 

one if  a founder-controlled dual-class structure



5.1 Different types of IPOs



5.2 VC-backed IPOs

Bargaining between founders 

and insiders and investors 

over structure at the IPO is 

likely to be particularly acute 

in IPO firms with existing 

VC investors.



5.3 Bargaining power prior to the IPO

◆ First, we conducted several interviews with partners at law firms that advise entrepreneurial 

startups.

◆ Second, we obtain a sample of 56 certificates of incorporation of large VC-backed dual-class firms 

before the IPO

◆ Third, we merge our data to data on pre-IPO board structure 

◆ Finally, in unreported tests, we examine whether bargaining power when firms receive their first 

VC financing round is likely to increase the probability of a dual-class structure. 

The above analyses suggest that historical bargaining power in years before the IPO does not appear 

to predict dual-class structures at the IPO stage in the same manner that proxies for contemporaneous 

founder bargaining power do. 



5.4 Instrumental variable analysis

As an instrument for industry VC financing, we construct a measure for 

supply-shifters in the amount of VC financing at the industry level, using 

changes to VC investment at the regional level.



6. Dual-class structures and the impact of technological shocks



6. Dual-class structures and the impact of technological shocks

trends in controller types in firms in 

Cloud industries versus other firms



6. Dual-class structures and the impact of technological shocks

Difference-in-differences regression analysis

VC firms changed their attitudes toward dual-class stocks and

adopted the view that they are not harmful to shareholder value



6. Dual-class structures and the impact of technological shocks

whether the introduction of cloud computing led to a decrease in the costs of business

➢ Costs of Goods: the costs of goods divided by sales in the fiscal year prior to the IPO

➢ General Expenses: selling, general and administrative expenses divided by sales in 

the fiscal year prior to the IPO



7. Sunset provisions

Dual-class structure need not be permanent

 dual-class firms should adopt time sunsets that terminate the dual-class structure 

after a specified period (e.g., ten years).

• the vision and skills of controllers will dissipate over time

• it is likely impossible to predict at the time of the IPO when founders’ skill and 

motivation will decline.

• when the controller’ economic interest falls below a certain threshold

◆To which extent  dual- class firms with different controllers adopt different types of 

sunset provisions, especially time sunsets and ownership sunsets

◆Whether founders’ bargaining power may affect the adoption of sunset provisions



7. Sunset provisions

 There are four types of sunset provisions in the sample: 

➢ time sunsets

➢ ownership sunsets

➢ transfer sunsets

➢ sunsets triggered by other events. 

 Each firm may have one or more than one type of sunset provision.

◆To which extent  dual- class firms with different controllers adopt different types of 

sunset provisions, especially time sunsets and ownership sunsets

◆Whether founders’ bargaining power may affect the adoption of sunset provisions







7. Sunset provisions

Founders’ bargaining power permits them to avoid sunsets that curb their control



Conclusions

The changing bargaining relationship between founders and VCs affects the 
prevalence of dual-class structures 

➢We show that the major factor that predicts dual-class structures and a 
greater wedge between voting and economic rights is the amount of 
available private financing for startups and their need for external financing. 

➢The more outside opportunities the founders have and the less money they 
need to operate their business, the greater their bargaining power when 
raising capital. 



Implications

The greater availability of private financing may  cause public markets themselves 
to change by allowing founders to retain greater power to pursue their visions

The broader ramifications of a growing number of controlled public firms in a 
shrinking public market require further analysis.

Dual-class stock  should lead to a rethinking of corporate governance research on 
the effects of dual-class structures on different outcomes, such as valuation and 
innovation



Thank you!


