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Internal contract governance incentives and flexible incentive mechanism
in urban infrastructure PPP projects

SHI Shasha, YANG Mingliang

(Business School of Central South University, Changsha 410083, China;
Audit Department of Central South University, Changsha 410083, China)

Abstract: There is a new wave of public-private partnership (PPP) project of Chinese urban infrastructure, and also
there are many problems of PPP projects. How to establish a sound contractual relations to improve internal governance
mechanisms has become an important problem confronting PPP projects, and it reveals the great theoretical and
practical significance. This thesis studies incentives of internal contract governance by using system dynamic theory,
and a thorough analysis of inducing principle is given. This thesis, starting from the two incentives-interest conflict and
risk environment, proposes flexible incentive mechanism as the guiding idea for internal contract governance of PPP
projects based on project governance theory and incentive theory, and studies its’ governance principle in depth, so as to
offer theoretical guidance for the developing of urban infrastructure PPP projects in China.

Key Words: Urban infrastructure; PPP project; Contract governance mechanism; internal inducing principal; external
inducing principal; flexible incentive mechanism
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