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Incentive and validity of compensation
contract for PPP project depending on
concession income

Wu Xiaoling'?, Zhou Jing’, Wang Jining'?,
Peng Yichen®

(1. School of Economics and Management, Nanjing University of Technology, Nanjing 210009, China;
2. School of Management and Engineering, Nanjing University, Nanjing 210093, China)

[Abstract] In consideration of the uncertainty of public private partnership (PPP) project ben-
efit, firstly a relative index to describe the operating compensation for the project is introduced
to design a single period compensation contract based on the government’s need. Then based
on the fact that the private investment variable can’t be included in the contract, a game model
between the public and private sector is proposed to explore the contact’s optimal form, incen-
tive effect and valid condition respectively from the centralized and disperse decision-making.
The research results show that the obtained optimal contract can encourage the private investor
to choose the same optimal investment scale as the government’s centralized decision-making,
and share both risks and revenues with the government. However, the valid compensation must
satisfy the project’s social welfare constraint, which implies the valid compensation should be
adapted to different actual scenes for PPP project.

[Key words] PPP project; concession income; single period compensation; incentive; validi-

ty
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